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ILLINOIS BANKING SITUATION 


FRIDAY, SEPTEMBER 21, 1956 


Untrep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, in room 301, Senate Office 
Building, at 10:15 a. m., Senator J. W. Fulbright (chairman of the 
committee) presiding. 

Present : Senators Fulbright and Sparkman. 

Also present: Robert A. Wallace, staff director, and Donald L. 
mr counsel. 

he Carman. The committee will come to order. 

This is a hearing called by the chairman to hear officials of the 
Federal Deposit Insurance Corporation on matters involving the Bank 
of Elmwood Park and Southmoor Bank & Trust Co., in and near 
Chicago, and other related matters. 

The witnesses will be Mr. Maple T. Harl, member of the Board of 
Directors and former Chairman of the Board; Mr. Ray M. Gidney, 
Vice Chairman of the Board; Mr. Edward C. Tefft, Chief, Division of 
Liquidation ; Mr. Edward H. DeHority, Assistant Chief, Division of 
Examination; Mr. Eugene R. Gover, supervising examiner of the 
eighth district; and Royal L. Coburn, General Counsel, and others; 
all of the Federal Deposit Insurance Corporation. 

We are beginning a series of hearings which may require that cer- 
tain witnesses be put under oath. The swearing of some witnesses and 
the failure to swear others might lead the public to form conclusions 
which might or might not be warranted. Therefore, I believe the 
best procedure would be to swear all witnesses, including those from 
the FDIC. 

Will all of you gentlemen stand up and hold up your hands so that we 
will establish the procedure that I think is proper? All of the FDIC 
who will testify. 

Mr. Cosurn. Do mn want the whole group ? 

The CHamMan. Yes; all of them, so we don’t leave the implication 
some testify under oath and others do not. 

Whereupon, the oath was administered by the chairman to the 
following witnesses from the Federal Deposit Insurance Corporation : 
Maple T. Harl, Edward C. Tefft, Edward H. DeHority, Eugene R. 
Gover, Ray M. Gidney, Royal L. Coburn, Neil G. Greensides, Ernest L. 
Cox, John L. Cecil, and Paul Butler. 

The Cuarrman. Thank you. 

We will begin the hearing by reviewing matters involving the old 
First State Bank of Elmwood Park, Elmwood Park, Ill. 
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At the outset I should like to say the bank is no longer in existence 
and that anything which may be said about it or about its successor, 
the Bank of Elmwood Park, should not be taken as a reflection upon 
the present status of that bank. I would appreciate it if any news- 
paper reports of these hearings would make this point clear. I know 
nothing of the present condition of that bank, and, so far as I know, 
there is nothing about it which should cause its depositors any 
concern. 

I would like to insert in the record at this point this press release 
which gives a factual statement. 

(The press release referred to follows :) 


STATEMENT OF SENATOR J. W. FULBRIGHT, CHAIRMAN OF THE SENATE BANKING 
AND CuRRENCY COMMITTEE, AvouT SCHEDULING THE OFFICIALS OF THE FEDERAL 
Deposir INSURANCE CoRPORATION To APPEAR BEFORE THE COMMITTEE To Discuss 
THE ILLINOIS BANKING SITUATION ON SEPTEMBER 21, 1956, IN WASHINGTON, 
D.C. 


Last July, it was brought to my attention that the [Minois State auditor, Mr. 
Orville E. Hodge, was alleged to have stolen approximately $1.5 million from the 
State of Iinois by causing fraudulent State warrants to be cashed at the 
Southmoor Bank & Trust Co., a federally insured State bank located in Chicago. 
Associated with Hodge in the cashing of these warrants, I learned, were Mr. 
Edward A. Hintz, exeeutive vice president and later president of the Southmoor 
Bank, who approved the warrants for cashing, Mr. Edward A. Epping, a certified 
public accountant and an assistant to Hodge, who actually exchanged the war- 
rants for cash. Hodge, Hintz, and Epping have since been indicted, tried, and 
sentenced, and all three are now serving both Federal and State prison sentences 
for their acts in this regard. 

On July 19, 1956, I instructed two members of the committee staff, Robert 
Wallace and Donald Rogers, to make a preliminary inquiry into the disclosures 
of these illegal practices as they related to the role of the Federal Deposit 
Insurance Corporation and policy matters within the jurisdiction of the com- 
mittee. Wallace and Regers held discussions with officials of the FDIC in both 
Washington and Chicago and also with other persons possessing pertinent in- 
formation on the situation. 

On July 27, 1956, after hearing a report of the preliminary investigation, the 
committee met and unanimously approved a resolution authorizing an investiga- 
tion of the Illinois banking situation and other matters in the committee’s juris- 
diction. The committee also authorized the holding of hearings on this subject 
outside the District of Columbia. Since then the staff has spent 6 weeks in 
Illinois gathering data for the committee, which is responsible for the supervision 
of the Federal banking agencies and for the clearance of legislation affecting 
banks. They have questioned over 50 persons and have taken nearly 3,600 pages 
of testimony for the committee. 

It is now abundantly clear that the Hodge affair has many ramifications which 
this committee must investigate in order to carry out its responsibilities. For 
example, after the case was made public, it was discovered that Hodge secretly 
owned a substantial interest in the Bank of Elmwood Park—a bank organized 
under his direction as State auditor and with the cooperation of the FDIC, to 
take over as successor to the First State Bank of Elmwood Park, which Hodge 
had closed in 1953. Many questions arose with respect to circumstances sur- 
rounding the closing of the old bank, the formation and approval of the new 
bank, and the FDIC liquidation of the assets of the old bank. Mr. John Russell, 
an FDIC attorney who participated in the process of opening the new bank, 
wound up as vice president and later president of the new Bank of Elmwood 
Park. 

Meanwhile, FDIC examinations of the Southmoor Bank revealed that it had 
been indulging in questionable banking practices for about. 3 years, and a fraudu- 
lent diversion of bank funds was discovered in March 1956. In addition, an 
FDIC examiner who had examined the bank in 1953, Mr. Claire 'T. Ireland, be- 
came its president when Hintz resigned following exposure of his role in the 
Hodge scandal. 

For all these reasons, I believe that the committee would be remiss in its 
duties unless it made very careful inquiry into the Illinois banking situation. 
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Such an inquiry should enable us to determine whether the role of the FDIC 
has been adequate and proper, and whether the facts involved appear to warrant 
consideration of new legislation designed to tighten the banking laws to reduce 
the possibility of such frands or to restrict practices which are brought to light 
which the committee feels ought to be changed. 

I have scheduled for hearings officials of the Federal Deposit Insurance Cor- 
poration to appear before the committee on Friday, September 21, 1956, at 10 
a. m. in room 301, Senate Office Building, Washington, D.C. It is my hope that 
questions pertinent to the committee’s inquiry can be answered at this time. 


The Cuarrman. Let me begin by asking Mr. Har! if it is true that 
the deposits of the present bank are insured by the FDIC. 

Mr. Haru. They are, sir. 

The Cuatrman. Mr. Harl, you were Chairman of the Board of the 
hes on April 3, 1953, and until sometime between May 7 and May 15, 
1953 % 
ae? Hart. I resigned as Chairman of the FDIC in the first week in 
May. 

The Cuarmman. Mr. Harl, the records show that FDIC examination 
reports dating back to 1950 were critical of the management of the old 
Elmwood Bank; is that. correct? 

Mr. Harv. From the records I have in front of me, Senator, on the 
3d and 6th, 1950, examination showed rapid growth and low capital 
ratio and some deterioration in asset quality. 

The CuatrMan. At this point there is a statement of facts which 
has been submitted to Mr. Coburn and I understand Mr. Coburn 
agrees with regard to the merits. 

Mr. Cosurn. It’s substantially correct, Your Honor. 

The Cuarrman. For the record, for the future, I insert it for the 
information of anyone interested in this case. This is an agreed state- 
ment which I thought would save time in developing facts about which 
there is no controversy or no disagreement. 

(The statement of facts referred to follows :) 


BANK OF ELrMWwoop PArK 
(Formerly First State Bank of Elmwood Park) 


HISTORY OF BANK 


The First State Bank of Elmwood Park was organized August 24, 1945, and 
began business as an insured nonmember State bank on January 12, 1946. Ray- 
mond J. McKay was president and major stockholder in the bank. The FDIC’s 
examination report of April 11, 1949, rated the management as satisfactory and 
indicated there were no serious problems in the bank. In June, 1949, Henry J. 
Beutel, acting for a syndicate of associates, acquired control of the Elmwood 
bank by purchasing 52 percent of the stock from McKay at $20 a share. The 
purchase price amounted to approximately $210,000 and was financed in part by 
a $125,000 loan from the Continental Illinois Bank of Chicago with the bank 
stock being used as collateral. 

Beutel was made president of the Elmwood bank at an annual salary of $7,500. 
At this time Beutel was also president of the Belmont National Bank where he 
and his associates shortly thereafter acquired stock control. The FDIC exam- 
ination report of the Elmwood bank for March 6, 1950 criticized loans made by 
the bank, eespecially participation loans with Belmont National. The report 
noted that a dividend had been declared at a time when the capital structure 
was inadequate. The management was rated only fair because of the attitude 
and policies of Beutel. The January 1951, FDIC examination report eontinued 
to rate the management only fair because of the mediocre ability of Beutel, the 
inadequate capital structure of the bank and heavy investment in fixed assets. 

In the spring of 1951 Mr. Beutel and his associates organized the West Irving 
State Bank. Eugene Gover, supervising examiner, Chicago district, FDIC, ob- 
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jected to the proposed management of the new bank and recommended to the 
Washington office that insurance not be granted. Subsequently, Gover agreed 
to recommend insurance, if $600,00 in capital was provided. Beutel and Gover 
engaged in a heated argument over the amount of capital, which included a trip 
by Mr. Beutel to Washington to complain directly to the FDIC. The capital 
was finally set at $525,000, and the West Irving opened as an insured nonmember 
State bank in May 1951. Beutel became president of the bank with his associates 
controlling 51 percent of the stock. 

On June 9, 1952 examinations were conducted simultaneously in the Elmwood, 
West Irving and Belmont banks. The FDIC’s examination report on the Elm- 
wood bank adversely criticized Beutel’s loan policy. The report indicated 
leasehold improvements of $150,000 with a large portion not supported by 
vouchers. Large amounts had been charged to expenses at the direction of 
Beutel with no supporting vouchers. The report noted that unrecorded liabilities 
totaled $35,000 and that employees of other banks were carried on the Elmwood 
bank’s payroll, 

The FDIC examiner Quinlan prepared a letter report to the United States dis- 
trict attorney covering irregularities at the Elmwood bank in the amount of 
$46,280 for which Beutel was believed to be responsible. This report was trans- 
mitted to the United States Attorney, and copies were sent to the Justice De- 
partment by the FDIC on July 28, 1952. (Subsequently in September 1954, 
Beutel pleaded nolo contendere to an indictment charging misapplication of bank 
funds, and Beutel was put on probation fer 5 years.) 

As a result of the disclosures in the examination report, President Beutel was 
removed by action of the Board of Directors of the Elmwood bank on August 12, 
1952, but his salary was continued and he remained as a director. Beutel was also 
forced out of the presidency of the West Irving bank and the Belmont bank. The 
City National Bank of Chicago demanded payment on a $111,500 loan due from 
Beutel, and Beutel sold out his controlling interest in the Belmont bank on Sep- 
tember 22. 1952, to pay off the loan. 

However, in the meantime, during June and July, 1952, Beutel and his 
associates had gained control of the Devon-North Town Bank, a State member 
bank, and Beutel had been installed as president. The controlling stock in the 
bank had been purchasetd from Shirley Tark at $90 a share. 

On January 12, 1958 Beutel marshalled his voting stock at the annual stock- 
holders’ meeting and reelected himself as president of the Elmwood bank with a 
favorable board of directors. Beutel also succeeded in regaining the presidency 
of the West Irving Bank. Thus in January 1953, Beutel was president and rep- 
resented the contrelling interest in the Elmwood bank, the Devon-North Town 
Bank and the West Irving Bank at an annual total salary of $72,000. 

On January 23, 1953 Gover recommended to the FDIC in Washington that the 
Elniwood bank be cited for unsafe and unsound practices under section 8 (a) 
of the Federal Deposit Insurance Act. Beutel and the directors learned of this 
proposed action and went to Washington on February 11, 1953 to explain their 
position to the FDIC’s Review Board. However, prior to this time, in late 
January 1953, and apparently unknown to the FDIC, Beutel had sold the con- 
trolling interest in the Elmwood and Devon banks, by oral agreement, to the 
Bankers Discount Corp. of Dallas, Tex. The Bankers Discount Corp. operated 
a chain of finance companies in Texas, Tenessee, Arizona, and California, and 
had previously purchased the Bank of Whiting, Whiting, Ind. Bankers Dis- 
count acquired 10,800 of the 20,000 outstanding shares of the Elmwood bank 
at $25 per share, and 6,800 shares of the 10,000 outstanding shares of the Devon 
bank at $90 per share, 

Concurrently with the acquisitiotn of the stock in the two banks, Bankers Dis- 
count obtainetd a $50,000 unsecured loan from the Eimwood bank and a $85,000 
unsecured loan from the Devon bank. In the middle of February 1953, Lyman 
Sorensen, supervising examiner in the State auditor’s office for the northern dis- 
trict of Illinois, discovered from a newspaper article that Bankers Discount 
Corp. had acquired control of the Elmwood and Devon banks. Sorensen noti- 
fied Gover and then assembled a group of examiners to conduct an examina- 
tion of the three banks controlled by Beutel. This examination took place dur- 
ing the period from March 2 to March 11, 1953. The examination revealed the 
Devon bank had entered into a contract on February 16 to purchase notes from 
Bankers Discount Corp. without recourse for the full value of such notes 
less a 2 percent discount to be held in a reserve account. The examiners found 
approximately $900,000 of this paper in the bank at the time of examination. 
















ILLINOIS BANKING SITUATION 5 


The examiners found none of the Bankers Discount paper in the Elmwood 
bank. However, the minutes of the executive and loan committee of the bank 
revealed that a resolution bad been adopted on January 28, 1953, authorizing the 
purchase of $500,000 worth of such paper. Following the completion of the ex- 
amination, the directors of the Elmwood bank and the other banks concerned 
were warned by the State auditor’s office not to accept any more of the Bankers 
Discount notes. Nevertheless, the Elmwood bank signed an agreement with 
Bankers Discount on March 18 to purchase this paper. The paper was received 
as follows: March 23, $375,281.21; March 26, $550,260.51 ; March 30, $300,128.33 ; 
March 31, $626,249.06 ; and April 3, $328,593.14, making a total of $2,180,512.25. 

On March 31, 1953, Mr. Gover notified Mr. Vance L. Sailor of the FDIC 
Washington office that he had been advised by Mr. Sorensen that the three 
banks would be closed on April 2 unless corrective measures were taken. An 
extension of time was granted by the State auditor’s office in order to permit 
Beutel to remove the Bankers Discount obligations. However, on April 10 a 
shipment of $800,000 in paper arrived at the West Irving Bank, and the State 
Auditor Hodges immediately ordered all three banks closed for examination 
and adjustment as of Saturday, April 11, in order to prevent any additional paper 
coming in. 

In the meantime, on April 3, 1953, the FDIC cited the bank under section 8 
(a) of the Federal Deposit Insurance Act for unsafe and unsound practices and 
gave the bank 120 days to correct such practices or the bank’s insurance would 
be terminated. The Board stated that (1) the management of the bank was 
hazardous; untrustworthy, and self-serving; (2) the bank had inadequate 
capital; and (3) the bank made improvident and unauthorized loans and failed 
to support loans with adequate security and/or credit information. The bank 
was ordered to correct these practices and (1) to remove Beutel as an officer 
and director; (2) to provide a board of directors and executive officers satis- 
factory to the State auditor and the FDIC; (3) to remove from the bank’s books 
all assets classified as doubtful and loss in the examination report of November 
29, 1952, in the net amount of $42,581.67; (4) to place in acceptable banking form 
loans classified as substandard and maintain a sound banking policy; and (5) to 
increase the total capital account by not less than $600.000. It should be noted 
that there is no mention in the citation of the Bankers Discount paper or loan 
as the citation is based on Mr. Gover’s January 23, 1953, recommendation. 

The Federal Reserve Board appears to have acted much more rapidly in the 
case of the Devon bank on the basis of its examinations in August and December 
1952, and the State auditor’s examination in March 1953. On March 27, 1953, a 
complaint was filed against the Devon-North Town Bank and charges covered 
the Bankers Discount Corp. loan and installment obligations as well as over- 
drafts by Bankers Discount and adversely classified loans. The complaint 
ordered the Devon bank to appear at a hearing on April 20, 1953, to show cause 
why its membership in the Federal Reserve system should not be forfeited. 
(The Board dismissed this complaint on August 3, 1955, because of the change 
in ownership and management of the bank and corrections of matters complained 
of.) 


APRIL 11 TO MAY 28, 1953 


As soon as notice was received from the State auditor, John H. Russell, Counsel 
of FDIC, and Edward C. Tefft, Chief of Division of Liquidation, were sent out 
from Washington immediately to Chicago. Russell, Tefft, and Gover were 
the principal representatives of the FDIC while Lyman Sorensen, J. Roy Brown- 
ing and Orville Hodge were principal representatives of the State auditor's 
office. Examiners were brought in by the FDIC and the State auditor’s office 
to analyze the assets and to determine the amount of uninsured deposits. 

The West Irving State Bank was permitted to reopen on Monday, April 18, 
1953. This was possble because the Bankers Discount Corp. paper had been 
prevented from coming into the bank, and the Bankers Discount Corp. loan of 
$65,000 was paid off. Also, Beutel and other objectionable officers and directors 
were removed from the bank. 

On May 4, 1953, Hodge, Sorensen, and Browning met in Washington with 
H. Earl Cook and Messrs. Sailor, Bakke, Shearer, Jackson, Seabury, Appegard, 
and Cecil. Hodge urged that the banks be placed in receivership and the FDIC 
be appointed receiver of each. Thereafter, upon order of the State court-having 
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jurisdiction, the receiver would apply to the FDIC for a loan or purchase of 
assets in sufficient amount to make possible the assumption of all deposit liabili- 
ties of each of the banks by newly chartered banks. Hodge argued that this 
course of action was within the purview of section 13 (d) of the Federal Deposit 
Insurance Act, and that Illinois law would not permit an assumption transaction 
under section 13 (e). 

The FDIC maintained that if a receiver was appointed the FDIC could only 
pay out up to $10,000 for each depositor and could not proceed under section 
13 (d). The FDIC further stated that a section 13 (e) assumption proceeding 
was permitted under Illinois law and had been used in the past. 

On May 6, 1953, Hodge called Cook from Chicago to determine if the FDIC 
had taken affirmative action in regard to the plan he had advanced at the May 4 
meeting. Cook stated that he had no such understanding resulting from the 
meeting, and, on the contrary, the law would not permit granting relief in the 
manner proposed by Hodge. Apparently, this answer satisfied Hodge. 

During this week Hodge and Gover agreed that the capital of the new Elmwood 
Park bank should be $850,000. On Monday, May 11, 1953, Gover called Sailor 
and Shearer in Washington, because Hodge now insisted that the capital be set 
at $600,000. Gover reported that he advised Hodge that he could not recommend 
this reduction in the capital structure and that he doubted FDIC would approve 
it. Messrs. Sailor and Shearer agreed with Gover's conclusion. 

On May 12, 1953, Hodge granted approval for the Elmwood and Devon banks 
to apply for assistance to the FDIC under section 13 (a). On May 13 the board 
of directors of each bank approved the filing of applications for assistance under 
section 18 (e). 

On May 15, 1953, a permit was issued by Hodge to organize the Bank of Elm- 
wood Park, with total capitalization of $600,000, and the new bank applied for 
insurance the same day. The FDIC approved that day a plan for the new bank 
to assume the deposit liabilities of the old Elmwood bank under section 13 (e). 


VALUATION OF PHYSICAL ASSETS 


One of the most controversial points involved in getting the directors of the 
old bank to agree to the assumption transaction was the valuation of the physical 
assets of the old bank. The directors of the old bank insisted upon payment of 
$250,000. This controversy continued down to the night of Thursday, May 21, 
when the situation reached an impasse and Hodge prepared the papers to place 
the Elmwood bank in receivership. The parties involved asked for more time to 
discuss the problem, and in the early hours of the morning of May 22 agreed on 
a solution. 

They agreed that the new bank and the FDIC would each choose an ap- 
praiser, and the appraisers would place a valuation on the leasehold furniture 
and fixtures and the safe deposit company. All parties would be bound by the 
mean valuation resulting from the appraisals. 

At 3 a. m. on May 22, the contracts evidencing the transfer of assets to and 
the assumption of deposit liabilities by the new bank were signed, together 
with the contract between the FDIC and the old bank. On May 26, 1953, the 
FDIC granted insurance to the new bank, and the Bank of Elmwood Park 
opened for business on Wednesday, May 27. 


EMPOYMENT OF JOHN RUSSELL 


It has been shown above that John H. Russell was 1 of the 3 principal 
repreesntatives of the FDIC during the period the Elmwood bank was closed. 
His name appears with Tefft, Gover, and Sailor on the recommendation to the 
FDIC Board that the new Elmwood bank assume the deposit liabilities of the 
old bank. Russell had been an employee of the FDIC since February 1, 1940, 
and at this time had an annual salary of $10,400. 

Russell submitted his resignation to the FDIC on June 30, effective July 31, 
1953. On July 10 or 11, Russell called Hodge in Chicago and told Hodge he was 
short of money. Hedge loaned Russell $2,000, and Russell gave him a note due 
in 1 year at 4 percent interest. As of August 20, 1956, the note was still out- 
standing and had not been paid. 

Russell went to work at the bank as executive vice president on August 1, 
1953, and became president of the bank on January 20, 1954, at a salary of 
$15,000. 
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DISPOSITION OF OLD BANK’S ASSETS 


As a result of the assumption transaction, the Bank of Elmwood Park ac- 
quired the deposits of the old bank amounting to $16,969,963.40. The total 
assets acquired by the new bank amounted to $12,150,573.05 ; $5,305,796.35 of un- 
acceptable assets were sold to the FDIC for $4,819,390.34. 

Among the assets acquired from the old bank were 217 real estate mort- 
gages in the amount of $1,288,115.29. On August 27, 1953, 191 of these mort- 
gages were sold to the new Elmwood bank at $98 per hundred, plus interest 
adjusted to date of sale. Prior to the sale, the FDIC contacted 14 brokers 
and mortgage investors in the Chicago area and only one other offer was re- 
ceived. This was from Mr. H. A. Pierce and was for 93.5. 

There was a total of $2,188,997.20 in Bankers Discount paper in the Elmwood 
bank. Collections and remittances reduced this total to $1,702,250.33 when FDIC 
acquired the paper. This paper was turned over to the Pacific Finance Co. and 
the State Finance Co. for collection with a 10 percent commission. Mr. Hulze, 
vice president of State Finance, estimated at that time there would be a 20 
percent loss on the paper. The loss on the paper has actually amounted to 
about 10 percent excluding the commissions. Thus, the FDIC will net approxi- 
mately 80 percent of the total amount acquired. 

The FDIC and the new bank entered an agreement on May 27, 1953, to fix the 
value of the physical assets of the old bank by independent appraisers. The 
FDIC appraisers (Ernest D, Lyons and Harry L. Shiais) valued the leasehold 
at $76,000 while the new bank’s appraisers (H. H. Harper and Walter Kuehnile) 
set the figure at $31,000. FDIC appraisers valued the furniture, fixtures, and 
equipment at $87,398.35, while the bank’s appraisal was $24,392.50. Thus, the 
FDIC value was $163,398.25 as compared to $55,392.50 by the bank—a total vari- 
ation of $108,005.75. 

The FDIC found the leasehold appraisal was excessive and this was reduced 
to $40,212.25. The FDIC continued negotiations with the bank over a period 
of 12 months and finally arrived at a price of $124,922.42 plus interest of $3,334.55 
for the physical assets. 

During the period from February to May 1954, Mr. James A. Clark corre- 
sponded, and held two conferences, with representatives of the FDIC relative 
to the purchase of the physical assets of the Eimwood bank. Mr. Clark, a stock- 
holder in the old bank, represented an unnamed Chicago bank and offered $250,- 
000 for the property, submitting a cashier’s check for $5,000 as evidence of good 
faith. The negotiation apparently broke down because FDIC could not promise 
the removal of the present occupants of the property and deliver possession at a 
time certain. The FDIC believed that the new bank would maintain that the 
appraisal agreement was binding and would institute court proceedings to protect 
their rights, 

The liquidation expenses for the old Elmwood bank as of June 30, 1956, were 
as follows: 


Commissions paid on collections made by finance companies________ $150, 007. 21 
cal) “Dh i inrrnierer rerio wianilaroarainementwase momen imirismaaaee 74, 309. 77 
Other liquidation expenses: 

WARE a Sa a aS $45, 600. 52 
Transportation and subsistence__...._......-...-~-. 20, 986. 44 
eT RR cap eneece ce ehonn— 4, 278. 24 
Supplies.and.. maserimis........_._._-..+--- =... 2k 1, 399. 51 
Printing and: dbin@itges oi230 cote we i es 47, 47 
Communication services__._..-...-...-L-...+-.-+.- 8, 999. 05 
Furniture, fixtures, and equipment...-...--..-~--- 701. 44 
Wine RANE eet sie cei eee ee am 1, 615. 57 

——__—_—_——_ 78, 628. 24 

"Toth oo Eg eh bernie bese ceeds aie 302, 945. 22 


The Cuarrman. Mr. Harl, to return to my question, the answer to 
the question whether there were critical reports on the Elmwood Bank 
from May 1950 on is “yes”? Is that correct ? 

Mr. Haru. The first knowledge I have here is a memorandum on the 
6th of 1950 showing a continued rapid growth and low capital ratio 
and some deterioration in asset quality. As to whether that was 
brought to the Board’s attention at that time I do not know. 
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The Cuarman. Was this criticism repeated in 1951 on June 9 and 
November 29, 1952? 

Mr. Haru. If that was brought to the Board at that time I don’t 
remember it. I have a memorandum here that Mr. Gover in 1951 ex- 
pressed lack of confidence in Mr. Beutel. 

The Cuairman. Do I understand that the reports of the examiners 
come to the attention of the Board, or not? 

Mr. Hart. No, sir. 

The Cuarreman. Oh, they don’t? 

Mr. Hart. No, sir. 

The Cuarrman. To whose attention do the reports go! 

Mr. Harv. They go to the review examiner and Chief of Examina- 
tion. 

The Cuamman. Then your point is that these criticisms or these re- 
ports were never brought to the attention of the Board? 

Mr. Harv. Not to my knowledge. The minutes will disclose it, 
however. 

The Cuarrman. Is it your feeling that the Board then has no re- 
sponsibility for information that comes to the lower echelons of the 
FDIC? 

Mr. Hart. I think the Board has a responsibility of management, 
Senator, but we have, we think, a fine Examination Division, and when 
they get banks which they feel are substandard they come to the Board 
with it. Otherwise they endeavor to correct the situation. 

The Cuarrman. Mr. Harl, on July 29, 1952, FDIC Examiner 
Quinlan submitted a report on irregularities to the Justice Depart- 
ment which resulted in 1954 in the conviction of the bank’s president. 
Is that correct? 

Mr. Hart. I don’t know what he was convicted on. The 28th of 
July, according to this memorandum I have, the United States at- 
torney was informed of apparent irregularities on the part of Beutel 
involving $46,000. What he was convicted on I do not know. 

The Cuarrman. Mr. Gover, what were those ir larities? 

Mr. Gover. They were, Senator, falsification of the records and ir- 
regular diversion of funds and the maintenance on the payroll of the 
bank of individuals who performed no duties for the bank, as I recall, 
sir. 

The CuarrmMan. Do you consider those serious? 

Mr. Gover. Sir? 

The Cuatrman. Do you consider those serious offenses against 
good banking practices? 

Mr. Gover. Yes, sir, we did—serious enough to submit a report to 
the district attorney—to our Washington oflice for review by the legal 
division for submission to the district attorney. 

The Cuamman. Had you made some reports on this bank too? 
Were you an examiner at that time, Mr. Gover? 

Mr. Gover. No, sir. I was supervisor. 

The Cuamman. You were supervisor at that time? 

Mr. Gover. Yes. 

The Cuarman. You knew about Mr, Beutel ? 

Mr. Gover. Yes, sir. 
nee Cuamuan; You submitted reports about Mr. Beutel to the 
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Mr. Gover. I submitted memorandums concerning various confer- 
ences with Mr. Beutel and his board of directors. 

The CHamman. Did you know that the Board of Directors of the 
FDIC wasn’t. aware of any of your reports? 

Mr. Gover. No, sir, I did not. 

The Cuamman. Did you think they were aware of them? — 

Mr. Gover. They were submitted to the Division of Examination, and 
as to their distribution in the Washington office I don’t know. 

The Cuairman. This practice of carrying employees who rendered 
no service to the bank, is that usual? Do you find that often in banks! 

Mr. Gover. No, sir. 

The Cuamman. Youdonot? Very unusual? 

Mr. Gover. Exceedingly so; yes. 

The CuarrmMan. Let me see. That was in 1952. Also as far back 
as 1951, in connection with another bank—that is, the West Irving 
State Bank—the Chicago supervising examiner—that’s you? 

Mr. Gover. Yes, sir. 

The CuatmrMan. Recommended against insurance because of this 
same management. Isthat right? 

Mr. Gover. That’s right; but I finally agreed by telephone if they 
would increase the original capital ante that I would go along with it, 

The CuarrMan. You agreed with whom ¢ 

Mr. Gover. With the Division of Examination. 

The Cuarrman. Here in Washington ? 

Mr. Gover, Yes. 

The Cuarrman. Was this matter brought to the attention of the 
Board, Mr. Har], at that time? 

Mr. Harv. Not at that time. Cases come up, Senator, from the 
chief of examination, from the Bureau of Examination to the Board, 
and are screened by the committee. 

The CuHarrman. If they recommend that a bank not be insured, 
does the decision whether or not it be insured come before the Board, 
or is it done by a lower—— 

Haru. It comes before the Board, but I think, if you get the 
record, when the committee screened the case it didn’t come to our 
Board with a negative reply. 

The Cuareman. You knew nothing about this at that time? 

Mr. Hart. I knew we insured it. They came up and recommended 
that we should insure it. ; 

e CuamrMan. You knew nothing about the original recommen- 
dation that it not be insured ? 

Mr. Hart. Not to my knowledge; no. 

Mr. Wattace. Excuse me, Mr. Chairman. 

Mr, Hart. The file will show. 

The Crairrman. Mr. Wallace would like to ask a question. 

Mr. Wattace. Wasn’t there a meeting in Washington following Mr. 
Gover’s recommendation that the capital of the West. Irving Bank be 
$600,000? Mr. Beutel and his associates went to Washington and had 
a meeting with the Board in Washington, and as a result—— 

Mr. Harv. On the West Irving Bank? 

Mr. Wautace, On the West Irving Bank. 

Mr. Hart. I wouldn’t know unless I saw the file. 

The Cuarrman. Iwill putin therecord at this point a memorandum 
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to the Board of Review and the Board of Directors of the Federal 
Deposit Insurance Corporation on the West Irving State Bank, pro- 
posed new bank, March 28, 1951. It is an application for Federal 
deposit insurance. 
_ This has in it a statement that the committee is particularly 
interested in, regarding President Henry J. Beutel. 

(The memorandum referred to follows :) 


Maren 28, 1951. 
West Irvine Stare BANK, CHicaco, Inu., (Proposed New Bank) 


Memorandum to the Board of Review and the Board of Directors, Federal 

Deposit Insurance Corporation. 

Subject : Application for Federal deposit insurance. 

Application for Federal deposit insurance was filed November 8, 1950, on form 
82 revised in behalf of this proposed new bank by Albert J. Schorsch and five 
others. The proposal was investigated by Corporation Examiner H. B. Adkins 
as of November 15, 1950. Finding unfavorably upon the factors of capital and 
management, Examiner Adkins has recommended disapproval. 


ATTITUDE OF SUPERVISORY AUTHORITY 


The State banking department advises that it completed its owm statutory 
investigation of the application on January 11, 1951, at which time a permit to 
organize was issued to the proponents. 


RECOMMENDATION OF SUPERVISING EXAMINER 


Supervising Examiner Gover originally recommended disapproval of the ap- 
plication beeause of dissatisfaction with proposed management. He attempted 
to negotiate a $600,000 initial capital structure to compensate in part for ob- 
jections to management. However, Mr. Gover has indicated that the proposal 
as now recommended is acceptable to him and he has eleared the conditions 
relating to capital, dividends, and the maintenance of capital ratio with the 
proponents. 


RECOMMENDATION OF REVIEW EXAMINER 


Review examiner recommends that the application for Federal deposit in- 
surance filed in behalf of the proposed West Irving State Bank, Chicago, Il1., be 
approved, subjeet to the following conditions and requirements : 

1. That the bank open for business with a capital structure of not less 
than $525,000, of which not less than $350,000 shall consist of common stock 
and not less than $100,000 shall consist of surphus; 

2. That the bank’s directors agree to maintain fidelity insurance coverage 
of employees in amounts commensurate with the bank’s volume.of business 
as determined according to recommendations of the American Bankers 
Association, it being understood that the bank will begin business with 
fidelity eoverage of employees as shown by its application, in the amount of 
$350,000 ; 

3. That the bank’s directors agree that it will not exereise fiduciary or 
trust powers without the prior written consent of the Corporation while it 
remains an insured bank ; 

4. That the board of directors of the bank adopt the resolution incorpo- 
rated in Federal Deposit Insurance Corporation Form 82a and that the' 
required number of executed copies of such form be furnished this corpora- 
tion ; 

5. The submission to the Corporation of a certified copy of a formal 
resolution by the board of directors of the subject bank agreeing that no 
eash dividends will be declared and/or paid to the holders of common 
stock for a period of 5 years after the subject bank becomes an insured 
bank ; 

6. The submission to the Corporation of a certified copy of a formal resolution 
by the board of directors of the subject bank agreeing that the bank’s total sound 
capital structure in relation to its total assets will be maintained at all times at 
a percentage not less than the national average, the national average being the 
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percentge of the combined total capital accounts of all insured commercial banks 
to their combined total assets on the last business day of the preceding December 
as determined and announced by the Federal Deposit Insurance Corporation; and 
7. That the insured status of the subject proposed bank shall not become effec- 
tive until all conditions herein contained and such other and further conditions 
as may be imposed by this Corporation prior to the effective date of insurance 
shall have been complied with and the subject bank has been so notified by the 
Office of the Secretary of this Corporation. 
Roger B. West, 
Senior Review Examiner. 
Concur: 
Louis A. MILLER, 
Review Section Chicf. 
Concur: 
Vance L. Sartor, 
Chief, Division of Examination. 
To the Boarp or DIRECTORS: 
The Board of Review, having considered the above application, this memo- 
randum and the evidence, recommends that the Board of Directors approve the 
findings and recommendations of the Review Examiner. 


VLS ECT RES HEC 
AGG NCB EHC LST LLR. 

Marcu 30, 1951. 

The Board of Directors, having considered the above application, this memo- 
randum and the evidence, adopts the findings and recommendations of the Review 
Examiner and the Board of Review. 

E. F. Downey, 
Secretary. 
Aprit 4, 1951. 


ADEQUACY OF ASSETS, REFERRED TO BY SECTION 5 OF THE FEDERAL DEPOSIT INSURANCE 
ACT 


This proposed bank, which would be a new institution, upon becoming insured 
would have no liabilities to depositors or other creditors except those incurred 
incidental to organization. 


FACTORS TO BE CONSIDERED UNDER SECTION 6 


1. Financial history and condition 


The pro forma condition of this proposed bank, based upon the capital con- 
templated by condition 1 of this memorandun, is as follows: 


ASSETS LIABILITIES 
Cash and due from bank...--~ $490, 000 Common stock_.._...--_---- $350, 000 
Leasehold improvements...... 10,000 Surplus ~~ ..-.--- ~~. ~~~ 100, 000 
Furniture and fixtures.._.- 20,000 Other capital__._.___.__._______ 75, 000 
Prepaid expenses_....._._-- 5, 000 ae 
—_——_— Webel oo 0 ila ad 525, 000 
COR eS ied bc 525, 000 


The application proposed a capitalization of $360,000, including $240,000 com- 
mon stock and $60,000 surplus. Subsequent negotiations with proponents have 
succeeded in having the initial capital structure increased to $525,000, divided 
as shown above. 

It is intended that the proposed bank would occupy quarters owned and used 
by a predecessor bank of the same name which closed in 1982. The building ap- 
pears to have been owned since just before the closing of the other bank by the 
Schorsch family, whose members are backing this proposal. 

The building, erected in 1928, is a two-story structure of stone and coneréte, 
designed for banking purposes. The main banking room, now occupied by a 
currency exchange, provides for 14 tellers’ cages and 2 others. Officers’ quarters 
are on one side, and a director’s room is located on the same side. Balcony space 
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is ample for bookkeeping departments. The vault contains separate space for 
use by the bank and safe-deposit customers, and contains 2,000 safe-deposit boxes 
which are now leased for safe-deposit rental by an individual, The basement 
contains storage facilities, restrooms, and a large assembly room which is used 
for community purposes. Modernization of cages, redecorating and equipping the 
building are expected to cost about $10,000. 

The bank is to occupy the building, except for space on one corner now used by a 
drugstore, under a 15-year lease. Minimum rental is to be $4,200 a year, with 
that amount being the maximum for the first year, $7,950 the maximum the second 
year and $11,700 a year thereafter. The minimum rental is to be supplemented 
at the rate of one-eighth of 1 percent of deposit volume beginning with the second 
year. After the first year the bank also is to be responsible for payment of one- 
third of real-estate taxes in excess of the levy for 1950. There is no information 
to indicate that acquisition of the banking house by the bank is contemplated. 

This factor is found to be favorable. 


2, Adequacy of capital structure 


The proponents estimate that the proposed bank would acquire about $2 million 
in deposits by the end of 1 year, with the expectation that deposits would reach 
$3,500,000 in 2 years, $5 million in 3 years, and perhaps an ultimate volume of 
$10 million in 10 years. The investigation report does not contain any study or 
analysis of the local deposit potential. The examiner concludes that the estimate 
of the proponents covering the first 3 years is reasonably accurate, but feels that 
their long-range expectations are optimistic. 

Discussion of the matter of capital during the investigation of this proposal 
resulted in an informal agreement by ‘proponents to provide $525,000 capital 
structure. Supervising Examiner Gover later discussed this with proposed 
President Beutel and proposed Director Louis Schorsch. He suggested $600,000 
capital structure to them and gained the understanding that it would be accept- 
able, if not wholly agreeable. However, these people have pleaded misunder- 
standing and contend that the raising of even $525,000 will be difficult because 
of what they report to be strong opposition on the part of an existing institution. 
Proposed President Beutel has expressed willingness to proceed on the basis 
of $525,000 initial capital, subject to conditions restraining the payment of any 
dividend for 5 years and requiring that the national average of capital be main- 
tained. Although the estimate of the probable deposit volume of this bank 
in 3 years seems to have been arbitrarily made, a $525,000 capital structure is 
sufficient to meet corporation standards. This factor is found to be favorable. 


3. Future earnings prospects 


The proponents had not devoted much attention to this subject prior to the 
investigation, except to consider the bank’s prospects to be favorable, based 
on the experience in a few other situations believed comparable. The investi- 
gation report contains an estimate of earnings which predicts a deficit of $26,000 
for the first year’s operation. The principal expense is in salaries listed at 
$41,000, while safe deposit income and various charges for services are expected 
to produce more than 50 percent of the intake for the first year. 

Proposed President Beutel has indicated that the Belmont National Bank of 
which he is president might sell some loans to the new bank. ‘The Schorsch 
family has developed the residential housing in this area, apparently selling 
most of the resulting mortgages to a college. It was indicated that most of this 
business could be diverted to the new bank. 

Experience with Chicago banks generally and with new banks in particular 
indicates difficulty in realizing adequate earnings on a sound basis. This appears 
due largely to the high cost of personnel, arising not only from official salaries, 
but also from the apparent need to maintain large staffs to handle the variety 
of business in this area. This has resulted in liberal credit policies which 
have impaired the soundness of earnings in many instances. Proposed President 
Beutel is now connected with two comparatively new banks, both of which have 
developed substantial loan volumes in which liberal credit tendencies are 
observed. 

It is difficult to conclude just what the earnings outlook for this bank will be, 
but the factor is resolved favorable on the basis that the indicated business 


volume of the bank should make it possible to realize a fair measure of sound 
earnings. 
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5. General character of the management 
The board of directors of this bank is to consist of the following: 


Net Par value} 





! 
Name | Age Title and/or occupation worth {stock sub-| Salary 
| scribed 
| 
TST a. S iy cette wTietatati: steel a - T ho tiie was 
Albert A. Anderson. . 49 | Florist ‘ | $268, 000 $5, 900 0 
Henry J, Beutal_- 42 | President. . ae | 197,000} 10,000 $600 
Edward P, King ___- 50 | Physician | 48,000 | 5,000 | 0 
Frank H. Musket__...-...-...| 53 | Pharmacist ; | 93,000 5,000 | O° 
George W. Morgan. ........... 37 | Automobile dealer . ._. | $11,000 10, 000 | 0 
Albert H, O'son._............. 63 | Assistant to president. | 62,000] 5,000 | 600 
Albert J, Sehorseh_.- 7 63 | Contractor._....___- __-.-------| $63,000 | 20,000 | 0 
Louis L. ®chorseh- -- 61 | Attorney_............ ow ckivci....) 0G 20, 000 0 
Frank B. Westerberg....._.... CO GC inns a cine atdeldddnda on ois | 100,000 5.000 | 0 





Six Schorsch brothers operate a partnership and corporation in the area of 
this proposed bank and have been engaged in home building and financing for 
many years. It is reported that various individuals on at least three previous 
oecasions have tried to interest the family in promoting a bank for this area. 
It is reported that the family has finally decided that proposed President Beutel 
was the proper man to back and they have followed that course. They disclaim 
that the motive was to obtain a profitable tenant for their bank building. Al- 
though this family proposes that the stock not acquired by directors will be sold 
in small lots to local residents, they have indicated they will underwrite any defi- 
ciencies in the total subscription. Proposed Director Albert Schorsch was a 
director in the closed bank which previously operated at this point. The 
Schorsch brothers have indicated that they would not tolerate unsatisfactory 
management performance on the part of any officers. 

Proposed President Henry J. Beutel is regarded as an opportunist who has 
risen quickly in the last several years to top positions in two relatively new banks. 
Apparently he entered banking work in 1925, gradually rising through a series 
of positions until he became vice president of Southeast National Bank of Chi- 
cago some time before he left it late in 1947. In December 1947 he went to Bel- 
mont National Bank as president, apparently obtaining that position by acquiring 
a large stock investment for which he seems to have become heavily indebted. 
The Belmont National Bank was organized in February 1946. Not until 1948 
was it able to pass the break-even point in earnings and its net for that year 
was very nominal. In 1949 the bank passed the $10 million mark, with about 
30 percent of its assets in loans. Examiners of the national bank have not been 
particularly critical of the management of Mr. Beutel and loan classifications 
have been nominal when present at all. 

Mr. Beutel appears to have acquired stock control of First State Bank of Elm- 
wood Park, located in a Chicago suburb, in 1949. The 1950 examination by the 
Corporation discloses a noticeable, but not excessive, volume of classified loans, 
and Supervising Examiner Gover advises that a recent examination discloses a 
similar picture. This bank has assets exceeding $12 million, and both banks 
are quite low on capital. 

Although Mr. Beutel is slated only to act in an advisory capacity in the new 
bank, he has indicated that he has in mind disposing of his investment in the 
national bank and transferring his activity to this proposed bank in which he 
believes opportunities are better. He is still heavily in debt for his bank stocks 
and examiners have reported discrepancies in his financial statements, both as 
to just how his obligations are carried and how his bank stocks are registered. 
This man is regarded as an opportunist and a promoter, and the apprehension 
of Supervising Examiner Gover at further extension of his influence in the circle 
of new banks is fully shared by the undersigned. His operations have been con- 
fined entirely to times generally favorable to liberal credits and the outcome of 
his policies in the two banks he now dominates remains to be seen. Unfortu- 
nately, the misgivings about this individual are largely confined to apprehensions 
which do not as yet have material support in the record. Consequently, while 
his presence in the management picture is objectionable, it is not believed.that 
there is a sufficient case to justify disapproval of the application solely for that 
reason. 

John L. Chieboun, 40, is proposed as cashier of this bank at a salary f $7,500. 
He is listed as contemplating a $5,000 par value investment in the stovk of the 
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new bank, although his net worth is estimated to be only $10,000. He has had 
considerable banking experience and has been executive officer of Commercial 
National Bank of Berwyn, another Chicago suburb, since its organization in 
1947. He is reported to be conservative and is credited with doing a satisfactory 
job at Berwyn. His willingness to accept this proposed post is not certain. It 
is reported that his reason for taking a position under Mr. Beutel is that some 
difficulties have arisen at Berwyn involving him. 

Apparently Mr. Beutel contemplates obtaining some other subordinates from 
the other banks now under his control. 

Supervising Examiner Gover discussed the management arrangement with Mr. 
Beutel and proposed director Louis Schorsch. Mr. Schorsch would not agree to 
elimination of Mr. Beutel from the picture. As previously stated, the overall 
management setup is looked upon with considerable reservation because of the 
presence therein of Mr. Beutel, and this factor is accordingly found to be a 
borderline matter, with the doubts resolved in favor of the proponents. 


5. Convenience and needs of the community to be served 


The area in which this bank would serve is described as primarily a business 
and residential area, with manufacturing nearby but not in the immediate 
neigborhood. The trade area is estimated to extend about 114 miles in all diree- 
tions except west, where it is said to extend to the city limits, about 5 miles 
distant. Population of this area is estimated at over 100,000 people. The 
residential area is known as Schorsch Village and consists largely ef people who 
obtained housing through the Schorsch interests. Apparently the area is served 
by the business establishments and public educational facilities that might 
ordinarily be expected in such places. Most residents apparently are employed 
in the city, but many work in the manufacturing plants nearby. 

At present there are eight banks operating within 544 miles of this immediate 
community. They range in size from about $2,500,000 to $105,000,000. The 
nearest bank is the Northwest National Bank, 114 miles east, which has deposits 
of a little more than $40 million and $10 million in loans. This bank has lodged 
a protest with the corporation against the subject organization. However, in- 
vestigating Examiner Adkins states that its growth has been so rapid that it 
probably would not materially notice the diversion of deposits to the proposed 
bank. 

It is not believed that the subject bank would seriously infringe upon the busi- 
ness of any other bank operating in this general area and no information has 
been offered to indicate that it would have difficulty obtaining sufficient business 
to justify its existence. Accordingly, this factor is found to be favorable. 


6. Consistency of corporate powers 

In the opinion of Counsel the corporate powers of Illinois State banks are 
consistent with the purposes of Federal deposit insurance law. Trust powers are 
included therein, accordingly, a restraining condition has been imposed in this 
memorandum. The application states that the operation of a trust department 
is not contemplated. Branch banking is prohibited entirely in Illinois, 

Correspondent: Mr. Henry J. Beutel, 3179 North Clark -Street, Chicago, Ml. 

The Cramman. Welcome, Senator Sparkman. I didn’t see you 
come in. Delighted to have you here. 

Senator Sparkman. Go right ahead. 

The Cuarrman. Mr. Harl, your answer that you as a member of the 
board didn’t know anything about this has at least temporarily upset 
my line of questions. I had assumed that the Board of Directors of 
the FDIC was aware of this sort of thing. If you will bear with me, 
I'll try to give you some of the background that I think would indicate 
that if you weren’t aware you should have been. 

Mr. Harv. O. K. 

The Cuatrman. In this report which is directed to the Board of 
Directors of the Federal Deposit Insurance Corporation of March 28, 
1951, there are 2 or 3 paragraphs about Mr. Beutel. 

I think it’s very important to develop the matter, that we under- 
stand Mr. Beutel and Nis operations, because these banks, of course, 
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that are involved were dominated by Mr. Beutel. At least the Elm- 
wood was, with 1 or 2 others. 

Mr. Hart. Who was that memorandum to, Senator ? 

The Cuarrman. This is to the Board of Review and the Board of 
Directors of the Federal Deposit Insurance Corporation. It is from 
Roger B. West, Senior Review Examiner, March 28, 1951—which is 
up in the right-hand corner, with many initials, indicating that it had 
been 

Mr. Hart. What was the date, please ? 

The Cuarrman. What? 

_Mr. Harn. What is the date, please ? 

The Cratrman. March 28, 1951. This is the West Irving State 
Bank. The significance is that it has some very revealing paragraphs 
about Mr. Beutel. Whether or not Mr. Beutel was a proper man to 
run a bank is one of the key questions. Whether or not the Board of 
Directors of FDIC discharged its duties property depends upon their 
treatment of Mr. Beutel and the banks which he dominated. 

Among other things, the memorandum says: 


Proposed President Beutel is regarded as an opportunist who has risen quickly 
in the last several years to top positions in two relatively new banks. Appar- 
ently, he entered banking work in 1925, gradually rising through a series of 
positions until he became vice president of Southeast National Bank of Chicago 
sometime before he left it late in 1947. 


And so on. Then I will skip a little. This all will go in the record, 
but I wanted to call your attention to it. 


Although Mr. Beutel is slated only to act in an advisory capacity in the new 
bank, he has indicated that he has in mind disposing of his investment in the 
national bank and transferring his activity to this proposed bank, in which he 
believes opportunities are better. He is still heavily in debt for his bank stocks, 
and examiners have reported discrepancies in his financial statements, both as 
to just how his obligations are carried and how his bank stocks are registered. 
This man is regarded as an opportunist and a promoter, and the apprehension 
of Supervising Examiner Gover at further extension of his influence in the circle 
of new banks is fully shared by the undersigned. His operations have been con- 
fined entirely to times generally favorable to liberal credits, and the outcome of 
his policies in the two banks he now dominates remains to be seen. Unfortu- 
nately, the misgivings about this individual are largely confined to apprehensions 
which do not as yet have material support in the record. Consequently, while 
his presence in the management picture is objectionable, it is not believed that 
there is a sufficient case to justify disapproval of the application solely for that 
reason. 


Then later it says: 


Apparently Mr. Beutel contemplates obtaining some other subordinates from 
the other banks now under his control— 


and goes on about it. ) 

It is a statement highly critical of Mr. Beutel as of 1951. 

In this statement which was put in the record, that Mr. Coburn had 
agreed to, I believe as a statement of fact, I want to read one 
paragraph. 

In the spring of 1951 Mr. Beutel and his associates organized the West Irving 
State Bank. Eugene Gover, supervising examiner, Chieago district, FDIC, ob- 
jected to the proposed management of the new bank and recommended to the 
Washington office that insurance not be granted. Subsequently, Gover agreed to 
recommend insurance, if $600,000 in capital was provided. Beutel and Gover 
engaged in a heated argument over the amonnt of capital, which included a trip 
by Mr. Beutel to Washington to complain directly to the FDIC. The capital was 
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finally set at $525,000, and the West Irving opened as an insured nonmember 
State bank in May 1951. Beutel became president of the bank, with his asso- 
ciates controlling 51 percent of the stock. 

When Mr. Beutel came to Washington, whom did he see, Mr. Harl? 

Mr. Hart. What date was that? 

The Cuamman. This was in 1951, in the spring. 

Mr. Haru, I wouldn’t know that. 

Can I go back to this a minute ? 

The CHarrmMan. Yes. 

Mr. Haru. If you examine this, I notice this was recommended all 
the way up the line, from the State supervisory authority to the review 
examiner, by the Chief of Examination, by the senior review examiner, 
by the Review Section Chief, and by the entire Board of Review to 
the Board of Directors. This was screened by 11 people, including the 
Head of the Examination Division, Research and Statistics, and so 
on, and then came to the Board of Directors having been screened by 
11 people, and the 11 people recommended this to the Board. 

The Cuarrman. I was offering that to show that there was consid- 
erable notice to the Board as to the character of Mr. Beutel. It’s what 
happened subsequent to that with regard to Mr. Beutel that becomes 
more significant. 

Mr. Hart. Well, what I was trying to get here to your attention and 
to the record is that this was screened by 11 people. 

The CuarrMan. But it did come to the attention of the Board; 
didn’t it? 

Mr. Harv. After this screening, yes. 

The Carman. Yes. Well, now, this recommendation of Mr. 
Gover that it not be given and then that it be given only on the con- 
dition $600,000 capital be provided. Did that not come to your 
attention ? 

Mr. Haru, This is what came to the attention of the Board. 

The Cuarrman. That’s all that came? 

Mr. Haru. After it was screened. 

The Cuamman. When Mr. Beutel came to Washington, whom did 
he see? 

Mr. Hart. I don’t know. 

The Crarrman. Does anybody here from the FDIC know whom 
he saw? 

Mr. Cosurn. We have a memorandum of a conference when Mr. 
Beutel came in 1953, but—— 

The Cuarrman. Didn’t he come in 1951? 

Mr. Cosurn. I don’t know. 

The Cuatrrman. Mr. Gover, do you know? He was — with 
you, according to this statement. Gan you enlighten us a little 

Mr. Gover. I had so many arguments with Mr. Beutel, Senator, that 
I cannot remember the dates. But as I recall, the original capital 
for the bank proposed by Mr. Beutel was between $300,000 and $375,- 
000, and on the application he indicated he was not to have control 
of the bank. As I remember, he showed that he and anyone we could 
associate with him would have no more than $12,500 of par value of 
the capital stock. 

So after the bank was open, the first examination we found that Mr. 
Beutel had control, more than—51 percent or more. 
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The Cuarman. Did anyone from the Washington office of FDIC 
ever speak to you about Mr. Beutel and suggest that you shouldn’t be 
so severe with him? 

Mr. Gover. I had a conversation, I’m confident, with Mr. Vance 
Sailor, the Chief of the Division of Examination, at about the time 
this memorandum was prepared, in which he stated that they felt like 
in the Washington office they should go along with the $525,000 or 
whatever it was, and I acquiesced and said, “All right; [ll recom- 
mend it.” 

The Cuamman. Do you know whether Mr. Beutel saw Mr. Sailor 
when he came down here? 

Mr. Gover. No, I do not. 

The CHarrman. You don’t know whom he saw ? 

Mr. Gover. No, I don’t. I don’t even know if he came or not. 

The Cuamman. Well, the staff has some evidence to indicate that 
he did come here.- They so state. 

Mr. Gover. I don’t know. 

The Cuamman. Not that I think that’s all-important, whether or 
not he came, but there was an argument with him about it apparent- 
ly—as to whether or not he should be granted insurance. Is that 
correct? As early as 1951? 

Mr. Gover. Yes, sir. I'l] agree to the argument. 

Senator SparkMAN. Mr. Chairman, a while ago you asked him some 
questions about the meeting in Washington. Was it ever established 
whether such meeting was held or not? 

The Cuamman. I'm sorry. 

Senator Sparkman. I say a while ago something was said about a 
meeting in Washington, that Mr. Beutel—is that his name? 

The Cxamrman. Yes. 

Sane Sparkman. Came to Washington to sce the FDIC him- 
self. 

The Cuarman. Yes. 

Senator Sparkman. Has it been established that he did do that, 
that that meeting was heid ? 

The Cuarmman. No one can say. 

Senator Sparkman. Wouldn’t there be something in the record? 

Mr. Haru. I think if he came it would be in the file. 

Senator Sparkman. Couldn’t it be checked to determine? 

Mr. Hart. It can be established, yes. 

Mr. Copurn. We do havea secs that Mr. Beutel came in February 
of 1953. As a matter of fact, we have a transcript of his state- 
ment at that time. And the committee has received a transcript of 
that conference. 

Senator Sparkman. But this relates to 1951. 

Mr. Cosurn. Yes, sir. 

Senator Sparkman. 1951 rather than 1953. 

Mr. Cosurn. I appreciate that. I say we do have a record of a 
conference with Mr. Beutel in the Washington office in 1953, and 
that’s the only memorandum that we’ve been able to find. 

Senator Sparkman. No diary entry or memorandum or anything 
to indicate that he was there in the spring of 1951 following this 
a ent with Mr. Gover? 

r. Copurn. Senator, really we haven’t checked the file on West 
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Irving. We didn’t know this was going to be a subject. But at noon- 
time or some recess we can check that. 

The Cuamman. May I explain—I believe the Senator came in 
late—the West Irving Bank came in only incidentally on the point 
that the FDIC had considerable notice from various sources that this 
man Beutel was a very poor banker, if not worse. He’s been con- 
victed of some offenses since that time. But that was the real sig- 
nificance of it. The West Irving Bank at the moment is not the 
main 

Senator SparkMaN. No, I understand that. I understood what the 
chairman was driving at. In other words, the extent to which FDIC 
knew or should have known. 

The Cuarrman. That’s right. 

Senator SparKMAN. It seems to me if he came in here in 1951 fol- 
lowing a heated argument with Mr. Gover and following, at least to 
start with, an adverse report by Mr. Gover, that certainly starting 
from that time there should have been some notice in FDIC as to the 
type of man he was and the type of banker. 

The CHarrman. We'll move on. That West Irving Bank is not 
the main subject of inquiry, so we'll go on with some further ques- 
tions. 

I wish you would, Mr. Coburn, check your records as to whether 
or not Mr. Beutel came in in 1951 and whom he saw when he came. 
[See p. 111.] 

Mr. Cozurn. We will do it. 

Mr. Hart. Is the chairman familiar with how the operation proce- 
dure comes up down there? The minority director of the Corpora- 
tion is chairman of the Board of Review, and these things are screened 
in the Board of Review before it comes to the other three members. 
And this was screened by the Board of Review before it came to the 
Board of Directors. It came with their recommendation. 

The CHarman. I want the record to show just how that proce- 
dure—— 

Mr. Hart. Sir? 

The Cuarrman. I’m glad to have the record show just how that—— 

Mr. Hart. Mr. Cook at that time was chairman of the Board of 
Review, and he conscientiously attended this meeting and initialed 
this, and everybody conscientiously evidently made a study of this, 
and there are some 8 or 9 that initialed the memorandum before it 
came to the Board. At that time Mr. Cook was chairman of the—— 

The CuarrmMan. Wouldn’t you say then that all: members conscien- 
oe in the discharge of their duties had notice of what Mr. Beutel 
was ike? 

Mr. Hart. At that time, when this came to the Board, it came to the 
Board after being thoroughly screened by all of these people, and, as 
I understood it, this man was going to have a minor part. And I 
think everybody here—I think Mr. Cook thought so too. And it said 
the review examiner recommends the application for deposit insurance 
filed by West Irving, Chicago, be approved subject to the following 
conditions and requirements. And that’s the approval of the staff 
clear up to the Board. 

The Cuairman. Mr. Harl, I’m not, at the moment certainly, ques- 
tioning the Board’s judgment in giving that insurance. I’m making 
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the point that you had notice this man was a very questionable char- 
acter at best. And then, in view of that, and that notice, what hap- 
pened later has significance, it seems to me, That particular action 
there may or may not have been justified in view of the recommenda- 
tion. 

Were you chairman of the Board at that time ? 

Mr. Hart. I was. 

The Cuamman. Well, you had some responsibility for what went 


a. 

Mr. Haru. Absolutely. 

The Cuarrman. That’s right. 

Mr. Haru. As the law reads, the management of the corporation 
vests in a Board of three, Senator, and I certainly have one-third of 
that responsibility. 

Mr. Watiace. Mr. Chairman, I’m not quite certain I understand 
the status of the record at this point. Is it clear that the Board knew 
Mr. Gover’s feelings about Mr. Beutel? 

Mr. Hart. I couldn’t tell you that. That would be reflected in the 
minutes. 

Mr. Wauiacr, Well, now, you’re referring to official documents. 
Id like to say that when the staff looked into this with various people 
the feelings of Mr. Gover for Mr. Beutel were about as widely known 
as anything possibly could be. I don’t see how it could possibly be 
unknown to the members of the Board—what Mr. Gover’s feelings 
toward Mr. Beutel were. 

Mr. Hart. You said you were talking about the record, and here it 
is right here, And it says here in the second paragraph he originally 
disapproved this application because of dissatisfaction with proposed 
management. That’s absolutely clear there. 

Mr. Wattace. I just wanted to make clear, Mr. Chairman, that 
it’s a widely known fact Mr. Gover did not think very highly of Mr. 
Beutel as a banker, 

Mr, Haru. The first two lines bring that out. 

The Cuarrman. Let’s come back now to the Elmwood Bank. Mr. 
Gover’s final report dated January 23, 1953, recommended citation of 
the bank under section 8 (a) of the FDIC Act. Is that correct? 

Mr. Haru. That is right according to my records here. 

The Cuarrman. That was January 23, 1953. 

Mr. Hart. That is right. 

The Cuamman. When was that.report acted upon ? 

Mr. Hart. I don’t know when. it. was received in the home office, 
and I don’t know when the legal division got it screened, but on 
February 5 Mr. Gover met with the bank’s board and told them he’d 
recommend the institution of 8 (a) proceedings. 

The Cuamman. What do you mean you don’t know when it was 
received? What is the significance—— 

Mr. Haru. There is a lag, Senator, between the time a report is re- 
ceived from the field and processed by the division of examination. 
And then if it. was going to be an 8 (a) case they go to the—legal 
deals with it and they analyze it and determine whether or not they 
can process it for an 8 (a) case. And the chief of examination and 


i egal division can testify as to the length of time it sometimes 
takes, 


OI 
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Mr. Cosurn. May I suggest one reason for a time lag on it was the 
fact that Mr. Beutel advised that he was coming down to Washing- 
ton and wanted to speak with the Board before they took action 
upon this citation. And he did come down. I think, if my memory 
serves me, February 11. And you do have a copy of what he said at 
that time. 

The Cuarrman. Did he then meet with the Board? 

Mr. Copurn. He didn’t meet with the Board. Ordinarily when 
people come down they meet with the heads of the division with which 
they’re of concern. And I’m not sure; probably a member of the 
Board was there. But it didn’t meet formally as the Board of Di- 
rectors of the Corporation. I think probably Mr. Cook was at that 
meeting. 

The Cuarrman. Can you supply for the record who was? 

Mr. Cosurn. Yes. The transcript shows. You have the transcript, 
and it shows all that were present. And a goodly number of the rep- 
resentatives of the Corporation as well as Mr. Beutel and several of 
his directors were present. 

The Cuarrman. Well, this shows Mr. Cook as Chairman, Mr. Rob- 
ertson, Mr. Sailor, Mr. Shearer, Mr. Oppegard, Mr. Miller, L., Mr. 
Seabury, Mr. Miller, R., and Mr. Truby. 

Mr. Copurn. Yes, sir. 

The Coarrman. That report was acted upon on April 3. Is that 
correct ? 

Mr. Haru. After it was processed, on the 3d of April the Board of 
Directors instituted an 8 (a) proceeding against the bank. 

The CHarrman. Will you describe, Mr. Harl, the principal fea- 
tures of that 8 (a) proceeding? 

Mr. Hart. Those 8 (a) proceedings are handled by the legal depart- 
ment, and I think you have in the transcript a copy of the 8 (a) pro- 
ceedings, and it enumerates the causes why the Nank is being cited 
and what they should do in order to correct it in our opinion. 

Here is a copy of the 8 (a) proceedings here. ( appendix, 
p. 198.) And they’re handled by the legal department. They draw 
them in the nature of an indictment and recite what the division of 
examination and the legal division think they have that they can stand 
on. 

The CHarrman. What were some of the things or all of the things 
that you required the bank to do in order to continue its insurance? 

Mr. Hart. No. 1: the removal of the president and chairman of 
the board, Henry J. Beutel, as an officer and director of the bank. 

No. 2: That the bank provide a board of directors and executive 
officers satisfactory to, and to be approved by, the Tlinois auditor 
of public accounts and this Corporation. 

No. 3: The elimination from the bank’s books by chargeoff, or other- 
wise, of all assets classified as doubtful and loss in the report of 
examination made by Federal Deposit Insurance Corporation Exam- 
iner M. J. Quinlan as of the close of business November 29, 1952, 
in the net amount of $42,581.67 after giving effect to the valuation 
allowance for loans. 

No. 4: That the loans classified substandard be placed in acceptable 
banking form, and that the bank adopt and maintain a sound loan- 
ing policy. 
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No. 5: That the total capital account of the bank be increased to 
an amount commensurate with the volume of its assets and the risks 
involved therein—the additional amount to be provided shall not be 
less than $600,000. 

That was the recommendation of the division of examination, and 
after making the check of what the legal division felt they could 
sustain. 

That came to the Board, and, as near as I can see, on April 2, and 
was served on the bank through the bank commissioner of [linois. 

That’s the kind of procedure. 

Mr. Gover. Yes. 

Mr. Copurn, May I suggest this, Mr. Chairman: In the section 8 
(a) proceedings the Board makes findings pursuant to the statute 
of unsafe and unsound practices, and then also we always provide in 
these an order of correction. And in handling it from there on we 
insist that the bank not only comply with the correction order but 
also discontinue the unsafe and unsound practices which are itemized. 

The CHarrman, What frankly interests me most is what was go- 
ing on in the FDIC between the time when Mr. Gover was making 
very severe charges—certainly I think in July of 1952 he made these 
serious charges just described, such as carrying employees of other 
banks and paying bills with no voucher and so on. It was not until 
January of 1953 before-—— 

Mr. Cosurn. May I—— 

The CuHamMan (continuing). Before this finally was recommended. 
Three or four months later before anything was done. 

Mr. Copurn. May I call your attention to the fact that as a re- 
sult of the criminal action that Mr. Beutel was removed from office, 
and he stayed out of office for a substantial interval. And then at 
the stockholder’s meeting in January of 1953, he had corralled enough 
stock to not only reelect himself but his cohorts as directors of the 
bank. And there was a substantial interval there that he was not 
officially connected with the bank. 

Mr. Haru. The record shows on the 13th of August Mr. Gover 
reported that the resignation of this man—as Mr. Coburn says, he 
was no longer with the bank. 

The Cuamman. Then when he comes back into the West Irvin 
Bank and the Devon-North Town Bank in 1953 and also the Elmw 
Bank, that point is when you first acted. Then you started to take 
action? Is that right? 

Mr. Gover. Yes, sir. 

Mr. Hart. I suppose they had a board meeting at their annual 
meeting. He was reelected. Is that the way they worked it? 

Mr. Gover. At the annual meeting he, with the influence of his 
cohorts, reelected himself as president, and certain handpicked di- 
rectors. And soon thereafter ft walmaisted this recommendation which 
you have referred to. 

The Cuarmman. That is, in January of 1953? 

Mr. Haru. 1953. 

The Cuarrman. You took action in April I believe under section 


8 (a). 
Wo Harl, did the FDIC have any authority to proceed independent- 
ly of the State auditor under—— 
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Mr. Haru. Under 8 (a)? 

The Cuatrman. Yes. 

Mr. Hart. I don’t know. 

Mr. Cosurn. Well, yes; we have the right under 8 (a) to file pro- 
ceedings, but that is based upon a finding of unsafe or unsound prac- 
tices and violations of law, and if the bank is cited they have 120 days 
in which to correct the continued unsafe and unsound practices or 
violations of law. If at the 120 days they have discontinued them, 
then the statute contemplates a dismissal of the proceedings. If they 
are not discontinued or satisfactorily discontinued, then it contem- 
plates an order to show cause why the insurance shall not be terminat- 
ed. And then it provides for a hearing before a hearing examiner 
under the Administrative Procedure Act for a termination of insur- 
ance coverage. But we do not have the right to remove an officer from 
the bank. 

The Cuatrman. You do not have? 

Mr. Cosurn. No, sir. The only action the Corporation can take is 
this long procedure for the termination of insurance, And it takes 
substantially a year from the beginning to the end to carry it through. 

The Cuatrman. I am informed that you have the right to publish 
the examination report, which in itself would be quite a severe penalty ; 
would it not? 

Mr. Cosurn. There is a provision we may publish it. 

The Cuarrman. Have you ever done that? 

Mr. Cosurn. To my knowledge it has never actually been done; no, 
sir. 

The Caatrrman. Why wouldn’t that be an effective remedy to use ? 


Mr. Cospurn. Well, that’s a very severe thing. That would ro 


ably cause a run on the bank, sir, and we have never actually used it to 
my knowledge. 

The CHarrman. When you are confronted with a case like this, 
where a man you are convinced is no good comes back, in any case, it 
seems to me you are entitled to take severe measures; aren’t you ? 

Mr. Copurn. Well, we have never exercised that authority, sir. 

The Cuarrman. What do you think about it, Mr. Harl? Don’t you 
think you are entitled to take rather severe measures when you are 
confronted with a situation like the one Mr, Beutel confronted you 
with in January 1953? 

Mr. Haru. Well, in my opinion, the Board acted with dispatch as 
soon as this man reestablished himself in the banks. I think the 
record clearly shows that. 

The Cuarrman. You do not have authority to remove the president. 
Does the State commissioner have that authority ? 

Mr. Hart. I don’t know what the State act of Illinois provides. Do 
you, Mr. Gover? 

The Cuarrman. Do you know, Mr. Gover? 

Mr. Cosurn. He had the authority to close the bank. 

The Cuarrman. He had the authority ? 

Mr. Copurn. Yes, sir. 

The CHarrman. You do not have that authority ? 

Mr. Copurn. No, sir. We do not have the authority. The au- 
thority of the commissioners in the several States are much broader 
than ours, and in each instance I think they do have the authority; 
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in some States to remove officers, but I don’t think that was true 
in Illinois at this time—at that time. 

Mr. Gover. There is no authority in Ilinois. 

The Cuarman. What’s that, Mr. Gover? 

Mr. Gover. There is no specific authority in Illinois to remove an 
officer of a bank under the State law. 

(See State removal statutes set forth in appendix, p. 238.) 

The Cuarrman. It seems to me that your authority to publish your 
report on the bank might be a very useful weapon to use under these 
circumstances where the State authority can’t remove him, and you 
can’t remove him, but you know he’s bad—and Mr. Gover certainly 
knew he was bad. 

Mr. Gover. Well, I don’t have any authority, of course. The Board 
of Directors of the Corporation has that—— 

Mr. Greensives. Senator, may I say something on that? 

The Cuarrman. Yes, sir. 

Mr. Greensipes. If we publish the report, we are exposing the 
names of customers of a bank, and we might do them some injury 
also. And it’s a very close question whether we would do more injury 
by publishing the report than we would—— 

The Caamman. Don’t you have authority to publish parts of the 
report? Ordo you have to publish it all? 

r. GreENsIDEs. We'd almost have to give names and statements of 
facts if we were to be effective with such a publication, and I’m afraid 
that ordinarily the names of innocent customers and individuals would 
come into publication and damage would be done. 

The Cuamman. Here the trouble was clearly pinpointed with Mr. 
Beutel himself; is that correct, Mr. Gover? That was what was the 
matter with the bank; wasn’t it ? 

Mr. Gover. Yes, sir. 

The Cuamman. And you do have under the act—for the record I 
would read section 18 (f£), which says: 

To publish only such part of such report or of examination as relates to any 
recommendation not complied with, provided that notice of intention to make 
such ne shall be given to the bank at least 90 days before its publication 
is made, 

It seems to me that in the case of Mr. Beutel that was a very effective 
remedy. If you had published what Mr. Gover had reported about 
him—just about him—those paragraphs that I read or similar para- 
graphs in the Elmwood Bank report—it would have been an effective 
way to get rid of him. 

Mr. Gover. Well, Senator, at the same time Mr. Beutel was head of 
a Federal Reserve member bank and a national bank, the Belmont 
National, and I don’t think any action was taken under the Federal 
Reserve Act. 

The Cuamman. Mr. Gover, to refresh your memory, he had been 
put out of the Belmont Bank in 1952. 

Mr. Gover. I beg your pardon then. He was still, though, in the 
North Deyon—— 

Mr. Rogers. But, Mr. Gover, he had only been in the Devon Bank 
for 6 months at that time. They hadn’t had this period of notice you 
had had for several years. That’s the difference. 

Mr. Gover. Iagree. That’s correct. 
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Mr. Hart. Prior to that time he was in the national bank, though ; 
wasn’t he? 

Mr. Rogers. No; he wasn’t. 

Mr. Haru. Prior to the West Irving situation. 

Mr. Rocers. He acquired it almost at the same time he left the 
Belmont National Bank. 

Mr. Hart. He came from the Belmont National to the West Irving ; 
didn’t he? 

Mr. Rocrrs. Well, it’s a matter of just a few months’ difference. 

The CHarrman. In view of this dual authority over these banks, 
the State banks, would you say, Mr. Harl, that. the FDIC has a 
considerable interest in the provisions of State law regulating banks 
and in the personnel administering them ¢ 

Mr. Harv. Yes, we try to coincide—I think counsel will bear it out 
and Mr. Gidney also. We try to tailor our actions in conformity— 
it’s almost mandatory—with the State acts. 

The Cxarrman. What can you do, Mr. Harl, if the State authority 
does not cooperate ? 

Mr. Haru. All we can do is serve a subsection 8 (a) on them and 
endeavor to get correction that way. 

The Cuatrman. If you find where a State official, as you later found 
Mr. Hodge in the Southmoor Bank, may be receiving special treatment, 
what can you do about that ? 

Mr. Haru. We served an 8 (a) procedure on that forthwith for 
the Hodge exposé, in an effort to remove the officers of that bank. 
That was before the Hodge exposé. 

The Cuarmman. Was the matter of the Bankers Discount transac- 
tion included in any examination reports? 

Mr. Hart. There is a memorandum here on April 1 that they put 
some paper in there, and I think that also brought about the State 
banking determination ordering the paper out within a few days’ 
time. Our 8 (a) citation was in process at that time. 

The Cuarrman. But the action.of the board of directors was based 
on other factors than that Bankers Discount transaction? Is that 
correct ¢ 

Mr. Copurn. That’s correct, Mr. Har. 

Mr. Hart. I am advised that’s correct. 

The Cuamrman. When did your board learn that the bank was to 
be closed by the State authorities ! 

Mr. Haru. For my knowledge, we had no knowledge he was going 
to close it. He just up and closed it. Mr. Gover can answer that 
better than I can because he was out there on the job, But as I re- 
member it, he closed it for reexamination and audit. Is that true! 

The Cuatrman. Mr. Gover, can you answer that question ? 

Mr. Gover. I would say a week or 10 days before it was closed. I 
don’t know that the board has any official cognizance of that, but I 
was in constant contact with Mr. Lyman Sorenson, the chief examiner 
for the auditor’s office, and he informed me that that’s what they 
were going todo. And I notified Mr. Sailor, the chief of my division. 

The Cuarman. I believe we will put in the record at this point a 
copy of a memorandum to the files signed by Mr. Sailor on this point, 
which relates to it. 

(The memorandum referred to follows :) 
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Aprit 1, 1953. 


Copy to: General files (2), S/E Gover, S/E Hopkins, office file, Chairman Harl, 
Director Cook. 


Memorandum to the files, Federal Deposit Insurance Corperation 


Re: First State Bank of Elmwood Park, Elmwood Park, Iil., and Devon-North 
Town State Bank, Chicago, Ill., (member bank) 


Supervising Examiner Gover called me about 5:30 p. m. yesterday to report 
that Chief Examiner Sorenson of the State banking department had just informed 
him by telephone that his department intended to take over both of the subject 
banks effective Thursday, April 2, 1953, unless both banks raised enough funds 
to correct capital impairments in each of the institutions. The amounts of the 
capital impairments were not defintely stated but are apparently based upon a 
large volume of installment furniture notes which the banks have accepted from 
the Bankers Discount Corp., Dallas, Tex., within the last several weeks. Such 
notes are understood to have been acquired by the Discount Corp. on a 36 percent 
discount basis, and the banks to which they have been sold are to receive only 
5 percent simple interest. 

The First State Bank of Elmwood Park is understood to have $1,852,000 of 
paper acquired from Bankers Discount Corp., including $626,000 obtained only 
yesterday. At a meeting of the board of directors of the First State Bank of 
Elmwood Park on March 23, 1953, a $2,500,000 line for discounts of Bankers Dis- 
count Corp. was approved. The amount of discounts of that concern in the 
Devon-North Tewn State Bank, or the total commitment for such paper, was not 
ascertained but is understood to be substantial 

Mr. Gover had been informed that Mr. Henry J. Beutel and 2 or 3 of his 
directors were leaving last night for San Francisco, Calif., to try to negotiate 
a deal with the Bank of America, whereby they could either borrow enough 
money to meet the capital impairments in slubject banks or to sell the presently 
heid discounts of the-Bankers Diseownt Gorp.. Inasmuch as the outlying Chi- 
cago banks observe Wednesday instead of Saturday as a holiday subject banks 
will be closed today and will have only this day of grace in which to meet the 
requirements of the State banking department. 

Vance L. Sartor, 
Chief, Division of Examination. 

Mr. Cosurn. Just to clear it up, I think the memorandum shows— 
probably that shows—that State authorities indicated they were going 
to close it on the 2d, and then the bank was given a period of time, 
some week or 10 days, in which to get the Bankers Discount paper out. 
And at the end of that time it was still there. And-so on the 11th I 
think some more paper arrived at one of the three banks, and on the 
11th he took over. j 

The Cxarrman. It indicates that the call on April 1 was.to say that 
they were going to close it,next day. 

Mr. ‘Copprn. Well, yes:'' 

The Cuamman. There was a meeting of the Board of Directors of 
FDIC on April 3 entitled in the minutes a “special meeting,” I believe. 
Was that called for this particular purpose, Mr. Har! ¢ 

Mr. Haru. Well, I don’t remember that meeting, but I do know on 
the 8d of April the Board authorized the institution of 8 (a) proceed- 
ings which then had been in process. pl 

e CuHatrman, Was that action, though, precipitated by the 


ae that Mr. Hodge was to close the bank ? 
Mr. Haru. No, I think that action was precipitated on the matters 
referred to in the 8:(a) pr ing. ; 

The Cuamman. You think it’s purely conincidental that you met 
on the 3d and it had no relation to the call from Mr.——— 

Mr. Haru. I don’t think so.. We hadn't, very frankly—we never 
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had too much cooperation in that proceeding from Mr. Hodge, did 
we, Mr. Gover? 

The Cuairnman. From Mr. Hodge and Mr. Gover? 

Mr. Haru. No, I asked Mr. Gover. He was out there. 

Mr. Gover. You mean not from me? 

Mr. Hari. We didn’t have too much cooperation from Hodge. 

Mr. Gover. No, not too much. 

The CuarrMaAn. You say not too much ¢ 

Mr. Gover. With Mr. Hodge. But with Mr. Sorenson we did have. 

The CuarmMan. Had cooperation ? 

Mr. Gover. Yes, sir. 

The Cuarrman. Do you think it would be fair, Mr. Harl, to con- 
clude that the Bankers Discount transactions might not have occurred 
if the FDIC had acted promptly on Mr. Gover’s recommendation of 
January 23? 

Mr. Hart. I think that the FDIC acted as rapidly as they could. 
Whether the Bankers Discount transaction was in the mill at that time 
I don’t know. 

The Cuarrman. It could well be that Mr. Beutel’s learning of the 
recommendations for citation brought about the Bankers Discount 
transaction, couldn’t it ? 

Mr. Haru. Well, I don’t know as to that, because you look in the 
8 (a) thing, the 8 (a) procedure. We set five matters that had to be 
corrected and rectified. And there’s nothing in those regarding 
Bankers Discount Corp. a . 

The Cuarmman, Mr. Harl, were you aware that on March 23, 1953, 
the Federal Reserve Board issued a complaint against the Devon- 
North Town Bank? 

Mr. Hart. No, sir, not to my knowledge. The file will show it, 
though. What was that date? 

The Cuatrman. Do you know, Mr. Gover? 

Mr. Gover. I knew it informally, through discussion with Mr. 
Dierks of the Federal Reserve Bank of Chicago. 

The Crarran. Is there airy relationship between the Federal 
Reserve Board and the FDIC on matters of this kind? Do you 
officially exchange information ? 

Mr. Gover. We cooperate with them quite closely locally. Now, as 
to the boards, I don’t know. But Mr. Dierks in Chicago has charge 
of the Examination Division of the Federal Reserve Bank of Chicago, 
and we discuss matters that have a bearing on any insured bank 
frequently. 

The Cuarrman. Mr. Harl, did you know that the Federal Reserve 
Board’s complaint was based in part on the March examination of the 
State auditor’s office and the Bank Discount papers in the bank were 
cited specifically as a reason for the complaint ? 

Mr. Hart. I don’t remember having that knowledge at all. I don’t 
remember ever seeing anything official from the Federal Reserve 
Board regarding this North Devon situation. What was the date 
they did that? 

The Cuarreman. March 27, 1953. Mr. Harl, is the function that 
the Federal Reserve Board plays with regard to national banks some- 
what similar to your function with regard to State banks in this 
connection ? 
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Mr. Haru. No. I think that, as you know, a national bank is insured 
automatically when 

The Cuairman. I mean member banks of the Federal Reserve. 

Mr. Harv. Well, they supervise their own banks, and the law states 
when a member bank is chartered they are insured automatically if 

x . Ya » : 
they get Federal Reserve membership. That goes with it. 

The Cuarrman. You don’t have that responsibility ? 

Mr. Haru. No, sir. 

The Cuarman. But the Federal Reserve's relation to its member 
banks, is it somewhat similar to your relation to a State bank that 
has insurance ? 

Mr. Haru. Well, they examine the same as we do, to see compliance 
with Federal Reserve regulations. 

The CHarrman. I was curieus to know why the Federal Reserve 
Board was able to take action on the basis of the State auditor’s March 
examination within 214 weeks, and the FDIC citation does not even 
mention it. 

Mr. Haru. Well, as Mr. Coburn explained, on the 23d day of Jan- 
uary, after the stockholders put Mr, Beutel back in the bank, Mr. 
Gover thought the Board should take 8 (a) action; and February 5, 
Mr. Gover met with the board of directors and told them he recom- 
mended the institution of 8 (a) proceedings; and then on the 11th 
of February, according to our records here, Mr. Beutel, with the group 
from his bank, came down here and met with Mr. Cook and the heads 
of the departments regarding this matter. That was on the 11th. 
Now, the file would show what went on at that conference and who 
attended it. 

Mr. Copurn. Senator, it might be helpful for you to know that we 
do not get the State reports of examination from illinois, 

The Carman, Well, shouldn’t you get them ? 

Mr. Cosurn. We don’t get them. 

The Cuarrman. Why don’t you get them ? 

Mr. Cosugn. They would not provide them to us. 

The Cuairman. They would not provide them ’ 

Senator SparKMAN. Do you from other States ? 

Mr, Copurn. Some other States; yes, sir. 

Senator Sparkman. But it is purely voluntary on the part of the 
States ? 

Mr, Copurn. Yes, sir. 

The CuarmrmMan. You mean that Mr, Hodge would not provide 
them; is that right ? 

Mr. Gover. No; it has never been the policy in Dlinois, Senator, 
and T might say when I first took charge of the Eighth District, I 
made a particular effort to get copies of everything from the then 
chief examiner, Mr. Mueller, and did not meet with any success, 
although we do furnish them with our correspondence with banks 
under their jurisdiction and our examination reports. In Iowa, the 
other State in my district, we receive copies of the State examinations. 

‘The Cuarrman, Is this a correct statement, Mr. Gover, that in the 
middle of February 1953, Lyman Sorenson, supervising examiner of 
the State auditor’s office for the northern district of Illinois discovered 
from a newspaper article that Bankers Discount Corp. had acquired 
control of the Elmwood and Devon banks; Sorenson notified Gover, 
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and then assembled a group of examiners to conduct an examination of 
the three banks controlled by Beutel. Is that a correct statement? 

Mr. Gover. I think it is. I was in almost constant contact with 
Mr. Sorenson during all that time about this Bankers Discount paper. 

The Cuarrman. You did have notice of what was going on there in 
regard to the Bankers Discount. 

Mr. Gover. Yes, sir. 

The Cuarrman. Coming back for a moment, how do you explain the 
difference in attitude of the bank officials of Illinois from that of 
Iowa? What is the reason for that? They are very similar States 
otherwise. 

Mr. Gover. I don’t know as I can explain it. I have done my very 
best—and I might say this—the cooperation received since Mr. Hodge 
became auditor and Mr. Sorenson chief examiner and Mr. Wanberg 
the deputy chief examiner, it has been much better than it ever was 
before. 

The Cuarrman. Mr. Hodge was more agreeable than his predecessor. 

Mr. Gover. Well, he evidently felt more kindly in instructing his 
assistants to be more cooperative. Yes, sir. 

The CHarrman. That couldn’t have influenced the attitude of the 
FDIC to be more lenient toward his banks, could it? Or did it? 

Mr. Gover. Not as far as I’m concerned ; no, sir. , 

The Crarrman. If I understand the testimony up to this point, the 
FDIC did not actually cite the Elmwood Bank under section 8 (a) 
until it knew that it was going to be closed by Mr. Hodge. That is 
correct, isn’t it? ; 

Mr. Haru. No, sir. 

The Cuarrman. Well, until Mr. Gover knew it was going to be. 

Mr. Haru. No, it was not. The record I have here is that they had 
a conference with Mr. Cook on February 11. The record will show 
when the Examination Division referred it to the Legal Division 
and it was prepared, but I think counsel can tell you it takes some time- 
lag to do these things, 

Mr. Copsurn. Yes—the office files show that they were working on 
the preparation of the case, they had started prior to the conference 
with Mr. Beutel in February, on February 11, and it was held up until 
after that time. These section '8 (a) cases.are prepared jointly through 
the efforts of the Examination Division and the Legal Division. It is 
like filing a petition in court or preparing an indictment in a criminal 
case—and considerable care is taken. ere was a more substantial 
timelag in this case than is usual—and I cannot give you any reason. 
But I can assure you that it was not bottomed primarily on the closing 
of the bank. 

The Cuarrman. Well . 

Mr. Cosurn. Or it did not refer to that at all. The case was all 
being prepared prior to any knowledge of closing. 

The Cuarrman. Mr. Harl, you said that it was a normal period here 
of 10 weeks, I believe, between the time when Mr. Gover’ made his 
recommendation and the actual citation. That is a normal period 
for action ¢ 

Mr. Haru. As I understand it, Mr. Gover wrote a letter dated Jan- 
uary 23 recommending action. And then on the 5th of February, 
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sometime prior to the 5th of February—between the 23d of January 
and the 5th of February, or the 1ith of February—Mr. Beutel and 
his group had asked for this conference and came down here and had a 
conference with Mr. Cook and the heads of the Department of Exami- 
nation and the then Chief of the legal staff on the 11th of February. 
The records will show when the citation was ordered to be prepared. 
And the Chief of the Legal Division here testified there is quite a lag 
until it was prepared, and he will tell you the reason why that is, the 
technicalities involved. 

The Cuarrman. Then you are saying that is the normal procedure, 
that lag. 

Mr. Hart. Isn’t that normal? 

Mr. Copurn. No, I do not think that is normal. Now, at least in the 
last couple of years, where we have had more of these proceedings, the 
were prepared in a shorter period of time. As a matter of fact, think 
as evidence of that, there is the Southmoor citation. It came in the 
office the 1st of June, within, I think, less than 2 weeks—I do not 
remember the exact time—but we prepared it in that time. One rea- 
son is that I think we have better standards and forms and have worked 
it out in the Legal Division a little bit better than was the case before, 

The CuHamman. Well; our records show that in the Southmoor case, 
Mr. Gover’s recommendation came in on May 25, and on June 6, which 
is, as you say, about 2 weeks, it was cited, in contrast to this 10-week 
period in the other case, running from January 23 to April 3. 

Mr. Cosurn. Well, Senator, may I just suggest, it is not fair to say 
any average time. Each case is based on certain facts, But one of the 
time lags was due to the fact that it was delayed because Beutel came 
down. That was a 2-week lag. 

The Cuarrman. What is hard to reconcile about this Beutel case is 
as soon as he appeared, very shortly after he appeared in the banking 
business, in the Elmwood bank in 1949, the next report I believe was 
critical, not as severe as later. Mr. Gover or someone in his office 
picked up this man—and you played along with him for 3 years, I 
do not quite understand yet why they were so lenient with Mr. Beutel. 
The reason it is significant is that if you tolerate those conditions, they 
keep leading to worse and worse actions, and this finally ends up in 
the Hodge affair. It was not too bad in the beginning, if you had got 
rid of Beutel, kept his bank from ever becoming bivolved: But being 
sO. toverant in the beginning where your own examiner was very 
eritical—— 

Mr. Copurn. We did get rid of him. There was a period when he 
was completely out of the bank, and a substantial period, as a result of 
the criminal reports that we sent in. 

The CuamrMan. He was never completely out. He never got off the 
board of directors, 

Mr. Copurn. No; but he was out as an officer. 

The Cuamman, He relinquished the presidency. Then he came 
right back. You have these two weapons. You can publish a report, 
which in itself would have disposed of Mr. Beutel, probably—if you 
had published those paragraphs written by Mr. Gover about him. 

Mr. Cosurn, And then, Senator, we would have been accused of 
effecting the closing of the bank. 


83551—56—pt. 13 
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The CHarmman. It should have been closed. Subsequent events 
proved that pretty well. 

Mr. Cospurn. We think you have told us to give him a trial and an 
opportunity for a hearing, rather than do it without any chance for 
a hearing. ; 

The CHamman,. But you see, while you deny the connection, you 
didn’t do anything until the State aushorities had closed the bank. 
You had not even cited him up to the point where you were notified 
that the bank was going to be closed. Then you suddenly cite him, the 
very next day. Is that not the course of events? 

Mr. Hart. It is not. 

The Cuarrman. Well, the record shows it is the course of events. 
Whether or not it was the motive is for you to say. 

Mr. Haru. The records will show when the Legal Department, 
Examination Division, started preparing the 8 (a) citation. Evi- 
dently there is a lag there—because Sa to this note I have here, 
Mr. Beutel had called in early February and worked out an appoint- 
ment to come down here on the 11th of February for a conference 
with the FDIC people. And we can furnish you the information, 
Senator, as to the time that the Division of Examination and the 
Legal Department were instructed to prepare an 8 (a). 

The CuHatrmMan. You took no action, is what I said. The record 
shows you took no action until after it was closed. 

Mr. Hart. We could not take action on an 8 (a) that. quick. 

The Cuarrman, I would say the first time it comes to your atten- 
tion you would be entitled to take some time. But this is an old case, 
As I say, you were first notified that this man was at least suspect 3 
years before that. 

Mr. Hart. The record will show when the case was referred for 
8 (a) proceedings. And evidently it was shortly after the 11th of 
February. 

The Cuarrman. Mr. Harl, to go to another question for a moment, 
to whom do you consider the FDIC’s primary obligation runs? 

Mr. Haru. To the depositors. 

The CHamman. How long was the Elmwood bank closed? 

Mr. Hart. Nine weeks—wasn’t it? 

Mr. Cosurn. Seven, I think. 

The Cuamman. During that period, what did the depositors do for 
money ¢ 

Mr. Hart. Every effort, as I understand, was made by the FDIC to 
get the bank open, or for us to take over. I think the record will show 
that we ctheldortel instituting action against the bank commissioner 
to open the bank. 

Mr. Cosurn. Senator, the law says that our obligation does not ma- 
ture until a bank is closed by the State authority for the pepo of 
liquidation. Tllinois has a peculiar statute which permits the com- 
missioner to take over, take charge of the bank and keep it closed for 
audit investigation. And that is what was done at this time. Now, 
there were constant conferences between the Corporation and the 
banks. There were three banks involved at the time that the closing 
was affected. As a matter of fact, the Corporation had its crew of 
men in each of the three banks ready and willing to discharge its 
obligation. 
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The Cuamman. For the record, these were all banks in which Mr. 
Beutel was dominant—all coming back to this man who you had notice 
for 3 years was a bad actor. They were all closed because of him; 
were they not? 

Mr. Cosurn. Yes, sir. 

The Cuaman. Go ahead. . 

Mr. Copvrn. Well, we had our forces ready to pay off and discharge 
our responsibility as soon as it was legally proper for us to doit. This 
is the only instance where there has been any holding in hiatus, as it 
were, the status of the bank. That is, taking it over for audit and 
investigation. And during that.time, there were negotiations as to 
what todo. Asa matter of fact, Mr, Hodge wanted to close the banks 
and appoint the Corporation as a receiver, but wanted us also to pay 
off the depositors in full—by a purchase of assets. We took the 
position, and I think quite properly at least the Corporation did, 
that they had no authority to do that—if the banks were closed that 
we had no authority to purchase assets, but would discharge our re- 
sponsibilities by paying the depositors to the extent of $10,000 for 
each depositor. There were considerable negotiations. Mr. Hodge 
came down to advise with the Corporation as to their desires and their 
construction of the law. And finally we prevailed on him that we 
could not and would not do it that way. And then it was that the 
new bank was organized, and we did work out a deal with the old 
bank, between the old and the new bank, where we purchased certain 
assets that enabled the new bank to assume the deposit liabilities of 
the old bank. 

The Cuarrman. That is the new bank in which Mr. Hodge took an 
interest ? 

Mr. Conurn. Well, Senator, just last night I went over the list of 
stockholders and the records—and Mr. Wallace and Mr. Rogers, I 
know, probably know more about this than I do—but the list of stock- 
holders that we have does not reflect Mr. Hodge or any of the names 
that have been associated with him in it. And from the records and 
the information that we have and which Mr. Rogers has, a substantial 
portion of the Hodge stock that he sold was purchased a substantial 
period after the organization of the bank. So that to our knowledge, 
he had no interest originally. It is our present information that his 
qo came a substantial period after the bank was organized. 

"he Cuarrman. Well, Mr. Harl, did you have any information that 
Mr. Hodge was buying stock in this bank ? 

Mr. Hart. No; I don’t think anyone had information. In fact, 
I didn’t know Mr. Hodge until after the bank was opened. I had 
never seen him. 

The Cuareman. We will come back to that question. At the mo- 
ment, however, the bank was closed, as you say, for 7 weeks, and the 
depositors were unable to obtain any deposits during that period, is 
that correct? 


Mr. Haru. The Corporation was unable to pay any deposit under 
the State laws. 
The Cnatrman. Did you receive any demands from depositors? 
Mr. Harv. Not to my knowledge. 
The Cuarrman. Did the bank receive any ? 
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Mr. Cosurn. Receive any demands from the depositors ? 

The CHarrman. Yes. 

Mr. Copurn. It was so bad they had to shut off the telephones in 
the Chicago office, there were so many calls. There was pressure from 
many, many sources to pay off the depositors, newspaper pressure and 
all kinds of pressure. 

Mr. Gover. People were calling our office so that finally we could 
not answer the telephone with the service that we had. And of course 
then there were critical items in the press about the FDIC not making 
good its obligations and that sort of thing, and we were catching it 
from all sides. 

The Cuarrman. What is the normal period of time required to pay 
off a depositor in a closed bank, Mr. Harl? 

Mr. Haru. In receivership ¢ 

The Cuairman. Well, either one. Whatever procedure you follow. 
What is the normal period in paying insured deposits 4 

Mr. Haru. What is the normal time? 

Mr. Terrr. About 2 weeks. 

The Cuarrman. In this case it was 7 weeks. 

Mr. Hart. In this case I would like to let the record show the FDIC 
could not pay off these depositors. It had no opportunity to pay off 
the depositors. 

The Cuairman. Were any legal actions institutions to get deposits, 
Mr. Gover, do you know ¢ 

Mr. Gover. I do not recall any, Senator. It seems like we received 
a couple of threatening letters in our office, probably from some attor- 
neys, stating that they had in mind legal action, and they were sent 
down here to Washington to our office. 

The Cuarrman. What are the rights of a depositor—what are the 
liabilities of the FDIC in this ease? Do you know? 

Mr. Gover. Well, they had no rights in this case because the bank 
was in the hands of the State department, and we really could not 
move a peg until either Mr. Hodge closed the bank or until a new 
bank was organized to take it over. 

The Cuarrman. That is a rather curious situation, isn’t it, because 
the people believe that when they deposit in an insured bank, that they 
can get their money, don’t they ? 

Mr. Cozpurn. Yes; they do. And that is the reason we were very 
much concerned at the Corporation and were trying, insisting Hodge 
in this particular case take some action so that we could do something 
about it. Now, then, Illinois, as I say-—- 

The Cuarrman. Why couldn’t you pay off the depositors without 
negotiating with him about this assumption? As I understand it, he 
wanted some kind of an assumption which you did not wish to do. 

Mr. Copurn. That is right. 

The Cuatrman. He was trying to blackmail you, or whatever it is, 
use pressure upon you, to follow a procedure you did not want. 

Mr. Cozsurn. That is right. 

The Cuamrman. Couldn’t you have just paid off your liability of 
$10,000, regardless of Mr. Hodge? 

Mr. Corurn. The bank technically was in his charge. He was in 
charge of it. And you run into your conflict of jurisdiction there. 
And that of course would have meant—it would have affected, if we 
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tried to do it—it would have affected the liquidation of the bank. 
And it was decided at that time—and each day—it was one of these 
continuing negotiations—each day we felt that tomorrow there would 
be some solution, 

The Cuarrman. If a businessman went bankrupt because he could 
not pay his bills, or suffered great loss, would you be liable or not? 

Mr. Cosurn. Well, in this case I do not think we would because—— 

The Cuatrman. Would you in any case? : 

Mr. Copurn. Well, I think in a case where the Corporation failed 
to respond properly and promptly, it might be. 

The Cuarmrman. Have you been sued for that? 

Mr. Cosurn. Not for that purpose. 

The Cuarrman. Should you be given authority? In this case, for 
example, do you need any new authority to enable you to pay off these 
depositors under these circumstances ? 

Mr. Copurn, Frankly, in the revision that is coming up under 
Senator Robertson, we have been debating in the Corporation whether 
or not we should not. provide in our law that at any time a bank is 
closed by a State authority without adequate provision being made 
for the prompt payment of deposits, then our insurance liability 
matures. 

Senator Sparkman. Mr. Chairman, I have an appointment that I 
am going to have to keep and I will have to leave shortly. 

The Cuarrman. I will yield to you at any time. 

Senator Sparkman. I want to ask a question that is somewhat 
related to this. 

The Crairman. I hope you will. 

Senator Sparkman. It has always been a little puzzling to me, your 
responsibility for insuring. As I understand, there are three classes 
of banks that you may insure. One is a national bank, a State bank 


that is a member, and a State bank that is a nonmember of the Federal 
Reserve. 


Mr. Cosurn. Yes, sir. 

Senator Sparkman. As I understand it, the only one in which you 
have any discretion whatsoever as to whether or not you will insure is 
the nonmember State bank. 

Mr. Copurn. Yes, sir. 

Senator Sparkman. In other words, you have nothing to say about 
chartering a national bank or a State member bank. But the instant 
they are chartered, they are automatically insured; is that correct? 

Mr. Cosnurn. That is correct. 


Senator SparkMAN. You are required to carry the insurance risk, 
but you have no responsibility in designating or choosing the risk. 

r. Copurn. That is correct, sir: I may say in each instance the 

Com aren on the one hand, in reference to the national bank, and 


the Federal rve in reference to a member State bank, certifies to 
the Corporation, gives it a certification that it has considered the six 
factors that are enumerated in our act for qualifications. 

Senator Sparkman. But it is their judgment and not yours. 

Mr. Cosurn. Yes, sir; that is correct. 

Senator SparkMANn. That reaches the decision. 

Mr. Cosurn. That is correct. 
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Mr. De Horrry. The State member bank is not automatically in- 
sured once it is chartered. It has to be chartered by the State and 
approved by the Federal Reserve. 

Senator SparkMAN. Yes; I assumed the two existed. That is being 
made a member of the Federal Reserve and being chartered by the 
State. As to these particular banks, was there 1 national and 2 State 
banks? 

Mr. Cosurn. No, in these 3 banks, there were 2 nonmember State 
banks and 1 member State bank. 

Senator Sparkman. No national banks? 

Mr. Copurn. No, sir. 

Senator Sparkman. All right. Thank you, Mr. Chairman. 

The Cuarrman. Have you any other questions? 

Senator Sparkman. Not at this point. Will there be hearings dur- 
ing the afternoon ? 

The CHarrman, Yes. 

Senator Sparkman. If I can, I will get back then. I may get back 
even before you close this morning. 

The Cuatrman. Mr. Harl, as I understand it—I think I do not 
understand it. It is not clear yet. Did you have authority to pay 
off the depositors immediately if you chose to do so? 

Mr. Haru. No, sir. 

The Cuamman. Why? I want it clear. I am not clear. 

Mr. Hart. As I understand, we cannot pay a depositor until the 
bank is turned over to us, and in this case the bank was in the hands 
of the State bank commissioner. 

The Cuamman. Then the next question—do you recommend. that 
we give you authority to pay the ava off under these circum- 
stances ? 

Mr. Hart. TI should think we should have it. As I understand it, it 
is going to be in this new bill that is going to be brought up. 

The Cuatrman. You are preparing a recommendation to give you 
such authority. 

Mr. Haru. That isas I understand it. 

Mr. Copurn. Yes, sir. Our present idea is to provide the ma- 
turity whenever a bank is on without adequate provision being 
made for the prompt payment of the depositors. 

The Cuarrman. Did you look with favor upon the procedure of 
assumption that Mr. Hodge recommended ? 

Mr. Hart. Well—— 

The Cuatrman. Why didn’t you go along with the assumption ? 

Mr. Hart. How do you mean—the assumption ? 

The Cuarrman. I understood that Mr. Hodge—— 

Mr. Cosurn. Mr. Hodge’s proposal was that the bank be placed in 
receivership, Senator, and then we use our authority to purchase assets 
to enable the assumption of the deposits of a new bank by a closed 
bank. And that we cannot do,. Do I make myself clear? . He was 
going to put the old bank of Elmwood in receivership. Now, what he 
wanted was some arrangement, the effect of which was to pay deposits 
100 cents on a dollar. 

The Cuarrman. Under a receivership. 
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Mr. Cosurn. Under a receivership. And that we do not have au- 
thority to do. 

The Cuatrman. Would that possibly be because he could appoint 
the receivers ? 

Mr. Cosurn. No. The arrangement was that he appoint the corpo- 
ration a receiver under that arrangement, if we did that. 

The Cuatrman. And you could not do it because of legal restric- 
tions. 

Mr. Copurn. Yes. 

The Cuarrman. Now, what did you do? What did happen? De- 
scribe it. 

Mr. Copurn. What happened was that a new bank, a new State 
bank, was chartered by the State authority, and we approved the new 
bank for insurance. Then an arrangement was made between the 
old bank and the closed bank for the new bank to assume the deposit 
liabilities of the-old bank. We purchased from the closed bank all 
of the unacceptable assets of the closed bank. The acceptable assets, 
which would include the cash on hand, cash due from other banks, 
and Government bonds, were transferred to the new bank. We took 
the unacceptable assets and gave to the new bank the difference be- 
tween the deposit obligation, setting that up, and deducting from 
there the acceptable assets, and we edi up the difference. 

(The documents setting forth this transaction will be found in the 
appendix, p. 215.) 

he Cuatrman. Is this what is known as the assumption under sec- 
tion 13 (e) of the FDIC Act? 

Mr. Cosurn. Yes, sir. 

The Cuatmman. Mr. Harl, I believe this is a subject we have dis- 
cussed before, in former hearings, this question of the exercise of 
discretion on assumption. Do you recall that? 

Mr. Haru. Yes. And at that time it was understood we would send 
up findings of every situation of this kind. And our records show 
oe nee the committee findings in this case—isn’t that true, Mr. 
Coburn 

Mr. Copurn. Yes, I have a copy of the letter here, Senator, in 
which the Corporation tendered to Senator Capehart, who was then 
chairman of this committee, made a proffer of the findings, and we 
were advised that the committee did not care about it, but gave the 
pertinent information concerning the transaction. 

The Cuamman. Just to refresh my memory, as I understand it, 
this assumption under the statute is to be followed where such action 
will reduce the risk or avert. a threatened loss to the corporation, is 
that right? 

Mr. Hart. Yes, sir. 

The Cuarrman. Could you tell us why in this case that was used ? 

Mr. Haru. At the time this came wp, you asked that in case we 
assumed any more transactions like that, that we furnish the com- 
mittee a complete finding, which we did, and counsel has a copy 
of the letter to that effect. 

The Cuarrman. Would you put that in the record at this point? 

Mr. Cosurn. Yes, I would like to offer this letter. ' 

(The letter referred to follows :) 
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JUNE 4, 19538. 
Hon. Homer E. CAPEHART, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR CAPEHART: In accordance with the arrangement with yout 
committee and our board of directors on October 9, 1951, we are notifying you 
that this Corporation purchased certain assets of the First State Bank of Elm- 
wood Park, Elmwood Park, Ill, under section 13 (e) of the Federal Deposit 
Insurance Act (12 U. 8. C. 1823 (e)). This action was taken on May 27, 1953, 
to facilitate the sale of the assets of that bank to the Bank of Elmwood Park, 
Elmwood Park, IlL, a newly organized bank which opened on May 28, 1953, in 
exchange for the assumption of the liabilities of the First State Bank of 


Elmwood Park. The amount disbursed by this corporation on account of this 
purchase of assets was $4,819,390.34. 


The findings and conclusions of our board of directors on this purchase 


transaction are available to your committee at any time upon request. 
With personal regards, I am, 


Sincerely yours, H. E. Coox, Chairman, 


Mr, Cosurn. Might I suggest this, Senator—that in this case I 
think your record will show that there was approximately $2 million 
worth of uninsured deposits. A substantial portion of that consti- 
tuted public funds which were collateralized substantially over the 
amount of the deposit, and also one cash letter from one of the Chi- 
cago banks which would have had to be charged back. It was in 
the amount short of half a million dollars. So that there was not a 
substantial volume of uninsured deposits in the bank. Further, we 
had this very situation which you have suggested. The bank had been 
closed for 7 weeks. <A receivership proceeding with the notice of filing 
of the claims would have further delayed the payment of depositors 
several weeks. In addition to that, and for all. of these reasons, and 
again to avoid the cost of the receivership, such as you have suggested, 
we entered into the assumption transaction. I think the record fully 
justifies the transaction. 

The Cuamman. Did you say you avoided the cost of receivership 

Mr. Cosurn. Yes, sir. 

The Cuamman- I thought there was a receivership. 

Mr. Cosurn. No, sir. There was no receivership. 

The Cuarrman. It was called a liquidation of the assets, was it not? 
It was a rather expensive procedure in liquidation, wasn’t it? 

Mr. Cospurn. We took over the assets, yes, sir. We purchased all 
the unacceptable assets, which included, amongst others, the $2 million 
worth of notes that had been purchased from the Bankers Discount. 

The Cuarmman. What actually happened is that you took over those 
bad assets, or at least they were unacceptable, you paid cash to the 
new bank for those—is that right? 

Mr. Cosurn. What we do—the deposit liability in round figures is 
$1,000, acceptable assets, or $100, then we pay $900 for the unaccep- 
table assets, in cash. 

The Cuarmrman, They get the cash, 

Mr. Cosurn. Yes, sir, and the new bank gets cash. 

The Cuamman. And in effect that of course is a full assumption. 

Mr. Cosurn. Yes, sir, that is right. 

The Cuatmman. Just to clarify it, our calculations. indicate there 
were $979,000 in uninsured and unsecured deposits in this, case. 

Mr. Cosurn. That is roughly right, sir. 
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The Crtarrman. That was the amount, in other words, which FDIC 
was not liable for, but. which it did assume to pay off. 

Mr. Cosurn. That is right. 

The Cuairman. Does that letter indicate the names of the people 
who were paid, amounts which were not insured ? 

Mr. Cosurn. This letter to the committee? This letter to the com- 
mittee merely gives the basic figures in the transaction and indicates 
that the findings and conclusions of our board of directors on this 
purchase transaction are available to your committee at any time upon 
request. And we were advised that your committee did not care to 
pursue it. 

The Cuarrman. I wish to put into the record at this point a joint 
statement of the auditor of public accounts for Illinois; Federal 
Deposit Insurance Corporation, Chairman of the Board; Bank of 
Elmwood Park, dated May 25,1953. I call your attention, Mr. Harl, 
to this statement. This is a quote by Mr. Hodge: 


“The new bank is as liquid as any bank could be,” according to Orville Hodge, 
State auditor. Its total assets will be in Government bonds and cash on opening 
day. “Depositors can have every confidence in the leadership and direction pro- 
vided by the new management,” 

“Despite the inconvenience caused the many depositors of the bank I am par- 
ticularly pleased,” he said, “that I have fulfilled an obligation of my office in that 
all the shareholders of the building and loan associations which were depositors in 
the First State Bank of Elmwood Park will not suffer any loss as they would have 
done had the bank been forced into receivership. Their accounts were greatly 
in excess of the usual insurance limit.” 


(The statement reads as follows :) 


Joint STATEMENT OF THE AUDITOR OF PUBLIC ACCOUNTS FoR ILLINOIS, THE 
FeperaAL Depostr INSURANCE CORPORATION, CHAIRMAN OF THE Board, BANK 
or Eitmwoop PARK 


(Press release, May 25, 1953, Ernest L. Klein, public relations, Chicago, Ill.) 


Orville E, Hodge, auditor of public accounts for the State of Iilinois, H. Karl 
Cook, Chairman of the Board of Federal Deposit Insurance Corporation, and 
Dwight H, Green, chairman of the board of the newly created Bank of Elmwood 
Park, today announced jointly that all deposits of the closed First State Bank of 
Elmwood Park will become available through the new institution when it begins 
normal operations on Wednesday morning, May 27, 

The First State Bank of Elmwood Park was closed by Mr. Hodge for examina- 
tion and adjustment on April 11. The Federal Deposit Insurance Corporation 
has worked steadily with Mr. Hodge meanwhile to effect means for reopening the 
bank and making their funds available to depositors. 

Chairman H. Earl Cook of Federal Deposit Insurance Corporation, from Wash- 
ington said, “Solution of the problem of the First State Bank of Elmwood Park 
has been complicated. Our representatives have been in Chicago since the day 
after Mr. Hodge closed the bank for examination. We regret the inconvenience 
depositors of the closed bank have suffered; but we were powerless to act in their 
behalf until the bank was closed, merged, or reorganized. We have cooperated 
with Mr. Hodge in every possible way, and we are happy that a solution finally has 
been evolved. 

“The active cooperation of the businessmen and civie leaders of Eimwood 
Park in organizing the, new bank, the approval of Mr. Hodge to its chartering 
and the issuance of a certificate of Federal Deposit Insurance, will, make it 
possible for depositors to have access to their funds by Wednesday morning.” 

Under terms of the arrangement, the Bank of Elmwood Park will take over 
the cash and the Government securities of the First State Bank of Elmwood 
Park. It will assume all deposit liabilities of the old bank, while Federal De- 
posit Insurance Corporation will advance cash in an amount sufficient to equal 
the difference between the acceptable assets and total deposits. The Bank of 
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Elmwood Park later will have an opportunity to purchase other assets of the 
old bank from Federal Deposit Insurance Corporation. 

The FDIC advance will approximate $7,500,000. The added capital of the 
Bank of Elmwood Park is $600,000 in cash, divided inte $400,000 of common 
stock, $150,000 surplus, and $50,000 in undivided profits. Deposits to be as- 
sumed will total approximately $17 million. 

The physical task of transferring 20,000 individual ledger accounts necessi- 
tates the Wednesday opening, according to Edward C. Tefft, Chief of FDIC’s 
Division of Liquidation, John Russell, counsel for FDIC, and Mr. Hodge. A 
crew from the Continental [Illinois National Bank has been working in the 
quarters of the new bank over the weekend to expedite the transaction. Several 
of the Continental employees will continue to serve temporarily in the new bank 
until a permanent staff is built. 

“The new bank is as liquid as any bank could be,” according to Orville Hodge, 
State auditor. Its total assets will be in Government bonds and cash on open- 
ing day. ‘“Depositors can have every confidence in the leadership and direction 
provided by the new management.” 

“Despite the inconvenience caused the many depositors of the bank I am par- 
ticularly pleased,” he said, “that I have fulfilled an obligation of my office in 
that all the shareholders of the building and loan associations which were de- 
positors in the First State Bank of Elmwood Park will not suffer any loss as 
they would have done had the bank been forced into receivership. Their ac- 
counts were greatly in excess of the usual insurance limit.” 

John Erwin Sullivan, newly elected president, on behalf of the officers and 
directors of the Bank of Elmwood Park, expressed his pleasure that the un- 
happy situation has been finally resolved and pledged the community the safe and 
progressive type of banking serviee to which it is entitled. 

“We hope,” Sullivan said, “that the new Bank of Elmwood Park will grow 
with the community and make the kind of contribution to its growth and de- 
velopment that a good, sound, conservative bank can make. On behalf of the 
officers and directors of the bank we pledge the community the best in service 
and the ultimate in security. 

“On the operating level we are retaining Ray Karolewski as acting cashier, 
and Myrtle Greifendorf as assistant cashier, together with many of the old 
employees who have served the community in the past. They will be on duty 
Wednesday morning, assisted by a few employees loaned us by the Continental 
Illinois National Bank & Trust Co.” 

John H. Bishop, of Bishop and Burdett, is local attorney for Federal Deposit 
Insurance Corporation in this case. 

E. R. Gover, supervising examiner for the Chicago district of FDIC, has been 
active in all stages of the negotiations. 

Mr. Cook assured the depositors of the Bank of Elmwood Park that Federal 
Deposit Insurance will be effective in the Bank of Elmwood Park to the full 
extent provided by law. “I commend the management of the new bank to the 
depositors,” he said, “and I am sure it will make a substantial contribution to 


the growth of Elmwood Park. I congratulate the new bank and wish it a full 
measure of success.” 


The Carman. Do you think he properly took credit for that 
achievement ¢ 

Mr. Hari. Hodge? 

The Cuamrman. Yes. 

Mr. Hart. I did not know he published such a statement. 

The CHatrrman,. It says it is a joint statement of the auditor of 
public accounts for Tilimois and the Federal Deposit Insurance Cor- 
poration, Chairman of the Board. 

Mr. Hart. Well, I don’t know what Mr. Hodge told Mr. Cook. 

The Cuarrman, This is a public statement. It is a release, May 
25,1953. Do you think that statement. by Mr. Rodge is justified, that 
he fulfilled his obligation to pay off ¢ 

Mr. Haru. He didn’t pay them off at all. 

The Cuamman. You paid them off—the FDIC. 

Mr. Harv. That is right. 
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The Cuatrman. I would say he overstated his case a little bit. 

Mr. Haru. That is an understatement, Senator. 

The CuargmMan. This. brings up again that same question. You 
paid nearly a million dollars that you were not liable for. How did 
that protect the interests of the FDIC ! 

Mr. Hart. Well, as I understand, some of those were pledged ac- 
counts, were they not ? 

The CHarmman. These were accounts that were not in any way in- 
sured. These were accounts that you paid above your liability, This 
is the same argument I had with you about those Pennsylvania cases 
in which the question was the policy of the Congress, of the law. The 
iaw indicates that your primary responsibility is to pay the amount of 
the insurance—that you should “assume” only in extraordinary cir- 
cumstances—you understand the law. 

Mr. Copurn. Yes, sir. 

The Cuatrman. You paid a million dollars. What is your justi- 
fication? What is the extraordinary circumstance that justified 
your doing that. 

Mr. Cosurn. I tried to outline one of the major contributions to it 
was the fact that the bank had been closed for 7 weeks, and the 
depositors had sustained substantial loss—inconvenience, if not. loss, 
as a result of it. 

Now, then, the cost of the receivership in Chicago and in Cook 
County we felt, the board felt, would be very very substantial. 

The CuarrmMan. Greater than your cost of liquidation? That was 
substantial. 


Mr. Copurn. Yes, sir. The receivership—as a matter of fact, we 


think that we did a whale of a job in liquidating those assets, and we 
do not think that any Hiei virdhtp proceeding, and certainly any po- 
litical receivership proceeding, would have liquidated those assets so 
advantageously. ° 

The Cuatrman. Would it have been a political receivership ? 

Mr. Cosurn. Well, Cook County receiverships have a. reputation for 
being such. As a matter of fact, I might suggest, Senator, that the 
Corporation will not take any loss in this case. 

The CuatrMAN. Tell me, if Mr. Hodge had not known that the 
FDIC would assume, wouldn’t he have been forced to put the bank 
in receivership ¢ 

Mr. Copurn. Well, he was not forced. 

The Cuarrman. He knew you would assume all the liabilities. 

Mr. Copurn. Well, there was no assumption deal worked out until 
the last week or so in this. 

The Cuarrman. But you were negotiating during that 7-week period 
to work out an assumption under your terms; is that not correct ? 

Mr. Copurn. Mr. Gover can tell you when. There were a number 
of contacts made, a number of banks suggested they were willing to 
assume the deposits. For the most part, as I understand from Mr. 
Gover, they were National banks as distinguished from State banks. 
And Mr. Hodge was insisting that any assumption transaction would 
have to be under a State bank. 

The Cuatrman. You didn’t do this just to please Mr, Hodge. 

Mr. Cosurn. There was nothing done just to please Mr. Hodge. 

The Cuairman. He seemed very pleased with the outcome—took full 
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credit. Mr. Gover, can you enlighten us a little bit about these nego- 
tiations during this period? 

Mr. Gover. Well, Senator, there were so many negotiations going 
on during that period of time that we would have had to have one of 
these fellows to record them. But there was a Mr. Mantynband of 
the legal firm Jake Arvey’s in, interested in the organization of a new 
bank under the same proposition. However, they wanted a National 
bank, and Mr. Hodge was insisting on a State bank. 

Mr. Wauace. What did you think about that? Were you in agree- 
ment with Mr. Hodge that it should be a State bank and not a 
National bank ? 

Mr. Gover. I had no preference. There was no choice in the thing, 
because Hodge would have to approve the entire proceedings. There 
was a Mr. Yaeger and Mr. Tomasco of the National bank out at Oak 
Park who expressed interest. They also—— 

The Cnarrman. Mr. Gover, we have a series of questions on that 
a little later, and it will save repetition if I come back to it and ask you 
that. The point I was trying to develop for the moment was this 
gusstion of.assumption. I did get into that, and I will come right 
pack. 

Mr. Gover. Excuse me. 

The Cratrman. You needn't apologize. I asked you about it. I 
should like to pursue this assumption point a little further, because it 
goes to a basic policy, and I was getting ready to ask Mr. Har] if he 
was going to recommend that the law be changed to say that assump- 
tion should be the normal process to be followed rather than the 
extraordinary procedure. 

Mr. Hart. No, I think that each case has to be taken on its own. 
And as in his case, it was analyzed very carefully, and the findings were 
set up as to why we did it. And the theory out there, as Mr. Coburn 
told you just now—we thought it was a more economical thing to do. 

The Cuarrman,. Can you tell me during the last 10 years how many 
receiverships you have had and how many assumptions in any of these 
cases. Have you had any receiverships ? 

Mr. Hart. Oh, yes. 

The Cuarmman. How many? What is the percentage ? 

Mr. Hart. We have had 2 in Idaho recently, 1 in Texas, 1 in 
California. 

The CuarrmMan. What percentage is that of all of the difficulties 
banks have found themselves in? Is it 2 percent, 10 percent, 50 per- 
cent? You remember we had this argument before as to what is your 
policy. Do you go into the situation with the idea of assuming it, as 
you did here, or to pay off the depositors ? 

Mr. Harr. We go into it very thoroughly, as the law—— 

The Cuatrman, What I want to know now is what have you actually 
done, the record during the past 10 years. 

Mr. Cosurn. I don’t know the past 10 years, Senator, but I can tell 
you about the last 3 years. In the last 3 years we have made a very 
careful analysis of each case, and unless we can ig it from a loss 

osition of the Corporation, we have gone through the receivership. 
T Gan think of one out in California, a national bank. 


The Crarrman. During these 3 years how many receiverships and 
how many assumptions have you had? 
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Mr. Copurn. We have had more receiverships than assumptions. 

The Cuarrman. That is very unusual, isn’t it? It was just the 
reverse at the time of the last hearing. As I recall it, the receiverships 
were a very small percentage. 

Mr. Copurn. I think the committee has called our attention to their 
intended meaning of the statute and we have tried to and have, I be- 
lieve, adhered to it. 

The CuHarrman. You mean you really paid attention to the conmiit- 
tee’s advice ? 

Mr. Copurn. Yes; really paid attention to it. 

The Cuarmrman, That is an event that should be marked. 

Mr. Copurn, I think we have tried to do it.and have done it. That 
is maybe one reason that we have had more receiverships in the last 
3 or 4 years. 

The CuarrmMan. I suggest that maybe Mr. Tefft, being a specialist 
in this field, can give us the exact figures during this period. Can you, 
Mr. Tefft? 

Mr. Terrr. I am trying to figure it up now, sir. 

The Cuarrman. You figure it out, and when you have it, let me know. 

would like to know, for the record. 

Mr. Terrt. Is that 10 years, Senator ? 

Mr. Yinewine. The last date there was a receivership prior to 1951; 
it was 1944. Between 1944 and 1951, as I recall it, you had no receiver- 
ships at all. 

Mr. Copurn. There was a long period of time. 

The CuarrMan. From 1951 up to the most recent date. That would 
make a comparison. We will see how it has worked out. That would 
be very interesting. But as of the last 3 years, you say the receiver- 
ships greatly outnumber the assumptions. Well, that is interesting. 

Mr. Cosurn. I don’t say they outnumber them greatly. 

Mr. Cecu.. The actual figure is 4 to 3; 4 receiverships as against 3 
18 (e) transactions, assumptions. 

The Cuamaan. Of course, in this case, Mr. Hodges’ influence was all 
directed toward assumption, because it would have served his own 
interest to have an assumption. 

Mr. Copurn. Yes, sir. 

The Cuarrman. And he, during this period, was pressing as hard 
as he could for an assumption. 

Mr. Haru. Didn’t he at one time want receivership ¢ 

Mr. Copurn. He wanted a receivership, wanted to pay it off. 

Mr. Gover. Pay off all depositors. 

Mr. Ceom. Receivership with all the benefits of assumption: 

Mr. Hart. He wanted something special. 

The Crarrman. Is it not also possible that he welcomed this pro- 
cedure because he was to become a stockholder in the new bank on very 
favorable terms? 

Mr. Cosurn. Well, sir, we are looking back, now, on something, 
and T have talked with all the men, and the action that they took in 
closing the three banks at the time, I think anyone. experienced in 
supervision would justify that action. The facts: justified ite. And 
the assumption, a portion of it, of course, is a means of discharging— 
the corporation discharging its obligations, Now, of course, he is 
anxious, as most State officers are, that the depositors in his State 
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do not lose any money. I think that is a normal right. There was 
nothing to indicate in here that Mr. Hodge was doing something to 
organize a corporation of which he would ultimately be a stockholder. 


There was nothing to put anybody on notice. No action taken that 
would cause any suspicion. 

The Cuatrman. One fact here that was unusual, which you have 
testified to, was the very long delay in this case, 7 weeks as against 
2 weeks in a normal case. He was being very troublesome during 
this 7-week period, wasn’t he holding this up? You said the sole 
reason was because of his action in refusing to do any thing, refusing 
to close the bank. He just kept it in suspense for 7 weeks—during 
which he was using all of his influence to get this particular assump- 
tion. Is that not correct? Which is contrary to your usual action in 
the last 3 years. I actually thought, when I first asked you that 
question, that this was a pursuance of the old theory. But in the 


meantime, you have changed your usual procedure to receivership. 
But in this case, you assumed. 

Mr. Cosurn. Senator, I am told that a portion of te time at least 
was a in trying to negotiate with the Bankers Discount, which 
was then in receivership, and with the receivers, with the idea of 
seeing if the old bank could be reorganized. I am not sure that all 
of this time was spent on organizing a new bank. 

The Cuarrman. As a matter of fact, it would seem from a letter 
dated April 22, from John H. Russell to N. C. Bakke, that you were 
ready to do this from the beginning. 

(The letter referred to follows :) 

AprRIL 22, 1953. 
Re First State Bank of Elmwood Park, Elmwood Park, Ill.; Devon-North Town 
State Bank, Chicago, Ill. 
Judge Norris C. BAKKE, 
Associate General Counsel, Federal Deposit Insurance Corporation, 
Washington, D .C. 

Dear JupGcE: In connection with our letter of Saturday, April 18, as you know, 
the Devon-North Town State Bank program failed of completion because, while 
Mr. Clarence Beutel received the $600,000 loan commitment, he apparently had 
no conerete arrangement with Bankers Discount to purchase the additional 
$310,000 of discount paper required. Since Monday and through 5: 30 today the 
auditor of public accounts has been in intermittent conferences with representa- 
tives of Bankers Discount and purportedly interested finance companies looking 
to a rehabilitation of Bankers Discount and a removal of the discount paper held 
by the two captioned banks. 

At about 4: 45 p. m. I talked to Mr. Sorenson, one of the deputy auditors, and 
they were then in a simultaneous conference with three groups interested in 
taking over the Bankers Discount by merger or otherwise and removing the paper. 
He advised me, however, that the proposed rehabilitation programs were so sur- 
rounded by conditions that it did not appear any expeditious plan could be worked 
out. The auditor’s office today asked us whether if the bank were placed in 
receivership and the Corporation was appointed receiver (subject, however, to the 
condition that the attorney would either be appointed by the auditor directly or 
appointed by us with the auditor’s recommendation) we would have the power 
under our act to pay off the depositors in full. I advised the auditor that it was 
my view that the Corporation would not have such power under our section 13 (e) 
and while I did not so advise the auditor’s office, I am not at all impressed with 
the idea of our accepting appointment as receiver subject to the foregoing con- 
dition regarding the appointment of an attorney. 

We contemplate conferring with the auditor’s office tomorrow morning, at 
which time I am hopeful that a more definite program can be developed looking 
toward the filing of an application by the present directors of the two banks pur- 
suant to section 13 (e). There is serious question whether the present directors 
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will file such an application as Henry Beutel is still a director and controls the 
majority of the other directors, and the consensus is that they would refuse to file 
the application notwithstanding the effect of their action upon the uninsured 
depositors of the bank. It is my thought that if, after contacting the direcors of 
the two banks and discussing the matter with them, they refuse to file the appli- 
cation, we would be warranted in authorizing the extension of financial aid upon 
the submission of an application by the holders of more than two-thirds of the 
outstanding stock. This under the theory that the existing directors have in 
effect abandoned the bank or refused to take the type of action which is in the 
best interests of its stockholders and depositors, thus empowering the stock- 
holders to act on their own behalf. 


I will diseuss this matter with you further tomorrow afternoon following our 
conference in the auditor's office. 


We are enclosing the recent newspaper articles. The Vanderpool editorial 
which appeared in this morning’s Sun-Times is of particular interest. 
Yours very truly, 


JoHN H. Russert, Counsei. 
Senator Futsrrent. One paragraph of this letter reads of follows: 


We contemplate conferring with the auditor’s office tomorrow morning at which 
time T am hopeful that a more definite program can be developed looking toward 
the filing of an application by the present directors of the two banks pursuant 


to section 13 (e). 

T assume it was an assumption he contemplated from the beginning, 
I guess Mr. Gover could answer this. When did the FDIC first indi- 
cate to Mr. Hodge or anyone else that this procedure could be followed ? 

Mr. Gover. You mean the assumption procedure ¢ 

The Cuarman. The procedure that was followed—Mr. Tefft or Mr. 
Gover ? 4 

Mr. Gover. I cannot answer the exact date, but sometime after the 
bank was closed, probably soon thereafter. 

The CuatrmMan. Soon thereafter. 

Mr. Gover. Yes, sir. 

The Cuatrman. Do you know, Mr. Tefft, more positively when Mr. 
Hodge was told that the procedure that was followed could be fol- 
lowed ? 

Mr. Terrr. No, sir; I do not, Senator. 

a CHatrMan. You think it was soon after the closing—soon after 
the 3d. 

Mr. Gover. I am sure both of the procedures were explained to him— 
the payoff procedure and the takeover procedure. 

Mr. Trrrr. Senator, when we went down to Chicago, we took quite 
a crew, and we worked two of the banks up either for a receivership or a 
purchase. And we didn’t know which way it might jump. We were 
prepared to go either way. We had our figures worked up as far as 
wecould. And it would only have been a matter of 1 or 2 days to have 
gotten started maybe on a payoff except for the drawing of the checks. 

The Cuatrman. One or two days after what date ? 

Mr. Terrr. Well, we were ready within 10 days to 2 weeks after 
we went out there. 

The Cuarrman. Then any subsequent delay was all in arguing with 
Mr. Hodge about which would be followed ; is that correct ? 

Mr. Terr. Yes, sir. 

_ The Cuamman. Did you have any discussions with Mr. Hodge dur- 
ing that period ? 
r. Terrr. Well, not alone. 
The Cuarrman. Or Mr. Sorenson ? 
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Mr. Tzrrt. I sat in on discussions with Mr, Gover, Mr. Russell, and 
others were present. 

The Cuatrman. Mr. Russell ? 

Mr. Terrr. Yes, sir. 

The Caarrman. Mr. Wallace would like to ask a question. 

Mr. Watuacr. The record is rather vague as far as I am concerned 
on this particular point. You have at least two proceedings that you 
can follow. One is a receivership, whereby you pay off up to $10,000 
to the individual depositors. The other is an assumption transaction. 
These were the main procedures being considered. What I would like 
to know, for one thing, is whether in your discussions with Hodge, it 
was made clear to him that these are not either/or propositions? The 
normal procedure is a receivership to pay off deposits up to $10,000, 
because that is where your responsibility hes. And only in extraordi- 
nary situations would you use the assumption transaction; and as a 
matter of fact, you could have told him that you would not use the 
assumption transaction. You could have held that over his head, in 
order to force receivership so you could pay off all these people beating 
down your walls with telephone calls. 

What I would like to know is whether Hodge was told that the 
assumption transaction was extraordinary, unusual, and went beyond 
your basic responsibilities, and that you wanted to pay off your deposi- 
tors and get this thing closed ? 

Mr. Trerrr. No, sir; he was. not told that. We did not consider it as 
beyond our basic powers—because it is a very easy method to pay a 
bank. There is not interruption to the depositor’s business, He con- 
tinues to do business clear through the whole transaction. He does 
not necessarily have to know that we are in there working, except there 
would be an increase in the number of people around the bank., And 
if we come out anywhere near percentagewise one way or the other— 
it costs very little different ina receivership and a purchase. 

Mr. Watxiace. And an assumption. 

Mr. Terrr. Yes, or assumption. Because most of the expenses, in 
addition to our own help, are legal expenses. You would have that in 
either case, either receivership or assumption. 

Mr. Wauiace. But it sounds to me as though you are treating them 
as either/or propositions and figuring which one is the most. expensive. 

But actually the law, as I understand it, says that the assumption is 
only an extraordinary measure. 

Mr. Trrrt. No, it is to facilitate the handling of the deposits. It is 
a much cleaner transaction than, a,receivership. 

Mr. Wauxace. It is your feeling that assumption is cleaner in han- 
dling than the receivershi 

Mr. Terr. Yes, it would come out about the same way, unless it is a 
case where we have an unknown loss. If there is a shor in. the 
bank, we don’t know how much it is going to be, we haven’t found the 
bottom of it or the examiners have not found the bottom of it, or who- 
ever discovered it, then it is hardly possible for us to make an assump- 
tion case. Tt has to go to receivership, because we don’t know what 
kind of a liability we would assume, 

The Cuamman. As a matter of fact, while you acknowledge that 
you do what the law says, you do raise a question as to whether or not 
it is sound to require or state a receivership is a normal procedure and 
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an assumption in the wnusual procedure? Is that true? If I under- 
stand you correctly, you would probably say, in answer to a question— 
and I don’t want to put words in your mouth, but I am just trying to 
inderstand you—that an assumption is probably the easier, cleaner 
transaction in the normal case, and that a should be used 
only where there are probable unknowns, the probabilities of unknown 
defalcations; is that correct ? 

Mr. Terrt. That is right. Or if the bank is in too bad a shape. In 
other words, if the losses in the bank, even after assets, are quite large, 
it should be-a receivership. 

The Cuarrmman. Of course, you raise the further question that where 
these banks, as they do on occasion, pay out and there is no loss—you 
raise the question whether or not there was goa judgment exercised in 
closing in the beginning. In reading the background of this case, it 
has occurred to me that the assets of the bank were not so bad if you 
could have gotten rid of Beutel. He was a very bad operator, and he 
was likely’'to ruin the bank. But they should have gotten rid of him 
long before they did. Is that a sound assumption ? 

Mr. Corurn. The assets, Senator, were the $2 million worth of 
Bankers Discount papers and an unsecured note of over $50,000 of 
Bankers Discount, made the assets-—— 

The Catan. As I understand it, when you cited the Elmwood 
Bank, it was not even mentioned, the Bankers Discount paper, at all— 
that that was not a matter that came into consideration. 

Mr. Copurn. That is right. But the bank was sufficiently bad with- 
out that to justify a section 8 (a) proceeding. 

The CHairman. I am not saying it was not. The question is raised 
because you just testified there was no loss in this case. 

Mr. Cosurn. Yes, sir. 

The Cuarrman. Then that would indicate those unacceptable assets 
you received were not bad assets. 

Mr. Copurn. Well, we liquidated a very substantial loss. In other 
words, you absorbed all the capital surplus and undivided profits of 
the bank. 

The Cuairman. You said there was no loss—you mean no loss to the 
depositors? 

r. Copurn. No loss to the Corporation. 

The Cuamman. What was the loss to the stockholders? 

Mr, Conurn. They as yet have gotten no return. 

The Crarrman. How much did that loss amount to? 

Mr. Gover. I think we can tell from Mr. De Hority. 

The CuatrmMan. Do you have the total capital accounts? 

Mr. De Horrry. I have a capital account as shown by our’examina- 
tion of the First State Bank of Blmwood Park. That is the old bank. 
This examination was as of the close of business November 29, 1952. 
At that time we showed the value, the actual value of the capital, 
$69,000, before giving effect to some $49,000 of depreciation in the 
security accounts... Bookwise they had maybe $420,000. 

The Caatrrman,. T don’t: want to labor this too long, but if I under- 
stand Mr. Tefft, and I assume he is'speaking for the group—if anyone 
disagrees, I ‘hope you will volunteer your views on it—this isa central 
question of poliey—if I misinterpret this, I don’t wish to persuade you. 
I am only trying to understand you—so correct me. But you would 
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say that this assumption will reduce the risk and avert a threatened 
loss to the Corporation in a normal case, is that right? 

Mr. Terrr. Yes, sir. 

The Carman. So that the basic assumption of the law is in a sense 
incorrect ; isn’t it ¢ 

Mr. Trerrr. Senator, another is the repercussion on other banks that. 
are insured within the same neighborhood. If a Federal bank has 
been closed in a receivership, the repereussion I think would have been 
much greater than holding it closed for 7 weeks. 

The CuamrMan. Do you agree with that point of view, Mr. Harl? 

Mr. Hart. ‘That. is supported by our findings, as a matter of fact. 
We submitted findings to that effect. 

The CHairman. I didn’t mean in this particular case. Iam talking 
now as a general principle. 

Mr. Haru. Yes. And I think that the Comptroller here, who has 
served with national banks, Federal Reserve banks, and. nonmember 
banks, will join with Mr. Tefft in that it is more advantageous to a 
community to handle it that way. 

The Cuairman. Do you agree with that Mr. Gidney ? 

Mr. Gipney. I think I should expand just a little. Now, there isn’t 
any normal case. Every case is its own kind. I think Congress has 
given the two possibilities. And as long as those two possibilities 
are in the law as they are, we do have and should have the right, 
discretion, as the law says, to exercise whichever one is best in the 
particular case. 

The Cuarrman. But there are certain ramifications to this. If it 
is going to become a practice in effect to insure all of them regardless 
of amount, then there should be different charges probably for dif- 
ferent banks. Now you charge them fees only on the assumption 
that they are insured to $10,000. But some banks have a great deal 
more than that, which you stand ready to assume if you follow one 
policy. Isn’t that a factor to be considered ? 

Mr. Gipney. We are charging insurance on the whole amount of 
the bank’s deposits, whether insured or not. And the rate is probably 
adequate to take care of this particular thing. 

The Carman. I know. But the rate, as I understand it, is de- 
signed to cover the risk only up to $10,000, not to the total deposits. 

Mr. Gipney. I suppose that is true. 

The CHarRMan. if you are going to say “We are going to guar- 
anty, to insure everybody’s deposits without limit” I am not an ac- 
countant, but the chances are there would be some revision in your 

rates as applied to different banks. 

Mr. Grney. It might be. 

The CuarrmMan. You can even go on and say the small bank which 
has nothing but $10,000 is carrying an undue burden here. It is 
carrying a bigger burden than it ought to relative to the big bank 
where most of the deposits are more than $10,000. 

Mr. Gipney. It is just the reverse. A small bank is getting 100 
percent insurance for its money normally and the big bank in some 
cases is getting a very small percent 

The CHarrman. But the rate is based only on $10,000 insurance. 
And they are paying for everything in their bank and the big one is 
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not. He is getting insurance for $100,000 which he is not paying 
for. 

Mr. Gipney. The coverage is based on the $10,000. The charge is 
based on everything. So that the big bank—we had a bank that had 
about 2,000 accounts, which would be about $2 million of insurance, 
something like that—it might have been $20 million. That decimal 
point slips around. And they were paying charges on $500 million. 
So the big bank pays for something it doesn’t get. The little bank 
gets something—— 

- The Carman, I would be very surprised if that is so, I would 
have to have proof of that. I would like to see proof of that. 

Mr. Gipney. I can give it to you. The big bank gets what it pays 
for plus what someone else pays for—the little bank. The big bank 
pays for something it doesn’t get and helps pay for the little bank. 

The Cuatraan. When you say doesn’t get—if the policy to be fol- 
lowed is insurance of all the ital depertia, why isn’t the big bank get- 
ting 

Mr. Gipney. If that is the policy. 

The Cuarrman. Well, it is the policy. I mean that is what you are 
saying should be the policy. Mr. Tefft says it should be the policy. 
And, as I said, if it should 

Mr. Ginry. I didn’t say just that. It works out to be the fact, in 
a particular case, where you have assumption. It is not the policy— 
it is the fact of that particular case. I don’t think there is a policy. 
There probably shouldn’t be a policy. When you have trouble come, 
you have to take it and deal with it the best you can under the circum- 
stances of the case. And the law is pretty well worded. 

Whenever in the judgment of the Board of Directors such action will reduce 
the risk or avert threatened loss to the Corporation and will facilitate a merger 
or consolidation of the insured bank with another insured bank or will facilitate 
the sale of the assets of an open or closed bank through assumption of its liabili- 


ties by another insured bank, the Corporation may go through with this 
transaction. 


The Cuarmman. Do you think it is yore chance that prior to 1951 


there was not a single receivership, and since 1951, and the great dis- 
cussion we had, that receiverships now outnumber the assumptions? 

Mr, Gipney. I shouldn’t suggest that answer to you. 

The Cuatrman, Of course it is not. That is what I mean by policy, 
what they choose if they can follow one course or the other. They 
have done that under the same law—changed that. 

Mr. Gipney. In the 4 cases of receiverships and 3 cases of assump- 
tions, which you say is the case over 3 years, that indicates an effort to 
doa ea job on it. 

_The Cuamman. Prior to that time there had been no receiverships 
sinee 1944. 

Mr. Cosurn. In the last 3 years I have given a legal opmion that 
the law was literally, in both spirit and letter, carried out in the trans- 
actions, in that we do not enter into an assumption contract unless the 
Board makes a finding of fact that it is the cheapest way, shall I say, to 
discharge its insurance obligation. And that has been literally fol- 
lowed, and in accordance with the spirit of the letter that the committee 
gave to the Corporation. 
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Mr. Grpnry. I think Mr. Har! and I would agree to that statement. 
I think that is correct. 

The Cnuamman. The record would seem to support it, then. 

Mr. Trrrr. Senator, I have those figures on receiverships and as- 
sumptions cases from 1953 through 1956, inclusive. That is up to date. 
We have had 4 receiverships and 5 assumption Cases. Since 1951, 4 
receiverships and 10 assumption cases. 

The Carman. Well, it isn’t quite the way we thought it was. But 
at least there are some receiyerships—whereas in the preceding period 
from 1944 to 1951 there had not been any receiverships, as T recall. 

It is 12:30. Before we enter into’ the next line of questions we 
might recess until 2 o’clock, if that is agreeable to you. “We can have 
lunch and try to proceed as rapidly as we can this afternoon. I 
think after we get through this first part, which goes much slower 
until we understand some of the basic Pattie: it will go faster. 

(Whereupon, at 12:30 p. m. a recess was taken until 2 p. m. of the 
same day.) 

AFTERNOON SESSION 


The Cuatrman. The committee will come to order. 

Before we recessed, the question about the reorganization of what 
was to be done with the old bank came up, and Mr. Gover started to 
describe it. I wish you’d revert to that question, Mr, Gover. Mr. 
Tefft was out there too, and I could address these questions to either one 
of you. If you have anythimg to add, I hope you will feel free to add 
it, Mr. Tefft. 

During the period from April 11 to May 28, 1953, were there any 
other groups or individuals in addition to Mr. Green and Mr, Drexler 
interested in taking over the old Elmwood Bank or establishing a new 
bank? 

Mr. Gover, you give us your view, what you know about it, first. 

Mr. Gover. I had started. Do you want me to—— 

The Cuatrman. Just repeat what you said. Put it here. This is 
the proper place for it. 

Mr. Gover. Well, there was Mr. Mantynband with the legal firm 
of Arvey—I believe the second name is Hoags—and Mantynband in- 
quired about organizing a bank. 

The Cuatrman. Let me put it this way: There were other people 
interested? What would be theshort answer? And then I'll develop 
who these people were. 

Mr. Gover. There were several, yes, sir. 

The Cuamrman. There were several ? 

Mr. Gover. Yes. 

Th Carman. On April 23, 1953, a meeting was held in Dallas, 
Tex., with the Bankers Discount Corporation. Who represented the 
FDIC at that meeting ¢ 

Mr. Gover. I was not there. 

Mr. Terrr. Mr. John Russell and I. 

The Cuamman. Who? 

Mr. Terrr. John Russell and I. 

The Cuamman. And you? 

Mr. Terrr. Yes. 

The Cuamman. Two of you? 

Mr. Trrrr. Yes. 
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The Cuamrman. You went to Dallas? 

Mr. Terrr. Yes. 

The Cuamman. Mr, Tefft, what offers were made at that meeting? 

Mr. Terrt. None, We didn’t go down expecting any offers. e 
were trying to work out something on this Bankers Discount paper 
and also in connection with the possible receivership or the receiver- 
ship of the Bankers Investment Corporation. Nothing was accom- 
plished there to speak of. The Commissioner wanted us to go down 
with his men, which we did. 

The Cuarmman What commissioner ? 

Mr. Cec. Auditor of Public Accounts. 

Mr. Terrr. Auditor of Public Accounts. 

The Cuarrman. Mr. Hodge? 

Mr. Terrr. Mr. Hodge. 

The Cuamman. Who went with you from his office? 

Mr. Terrr. Well, two lawyers. 

The CuHairman. Who were they? 

Mr. Terrr. One by the name of Browning, and I forget the other 
man’s name. Mr, Surrus. And I think there was one other State 
man down there. 

The Cuamman. While you were in Dallas did the Pacific & State 
Finance Co. make any offer on the Bankers Discount paper? 

Mr. Terrr. No, sir. Not to me. 

The Cuarrman. You didn’t know anything about that ? 

Mr. Terrr. No, sir. I made quite a few inquiries around. I 
visited the Republic National and also the Texas National. Texas 
National, the president, whom I. know, name of Schroeder. And they 
had a loan to the Bankers Investment Corp. I asked him the status 
of it and if it became necessary for us to take a large block of these 
notes would he recommend that we use the Pacific Finance and the 
Southern Finance I think it is., And he said he expected to have 
them handle his notes. 

And I understand that the Republic National Bank also had to 
liquidate the collateral that was left that they were holding as trustee 
covering certain outstanding notes that were sold all over the country 
by the Bankers Discount. 

The Cuamrman. Did Mr, Markus of the Exchange National Bank 
of Chicago show any interest in this bank? Do either one of you 
know? Doyouknow, Mr.Grover?. Did he? 

Mr. Gover. The only thing I can say about that, Senator, I saw 
a letter in the file. That.isM-a-r-k-u-s 

The Cuamman. That’s right. 

Mr. Gover.. 1 saw a letter, in the Washington office file written by 
John Russell to J uege Bakke, who was then General Counsel, that 
Mr. Markus had conferred with certain—not “certain”; I don’t think 
he even named them—at the State department, and there were no 
Corporation representatives present. 

e CuairMAN, I believe you said this morning that a Mr. Yeager 
and a Mr. Tomasco, repoeeen binge group from the Oak Park National 
Bank, expressed an interest in the bank. 

Mr. Gover. Yes, sir. 

The Carman, And that they wanted to establish a national bank. 

Mr. Gover. Yes, sir. 
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The CuarrmMan. Did you say that Mr. Hodge opposed the establish- 
ment of a national bank? 

Mr. Gover. He was very much insistent upon a. State bank. 

The CHarrman. Did you know that Lester Armour of the Chicago 
National Bank and Arthur Wirtz were interested in acquiring the 
bank ? 

Mr. Gover. I knew about Lester Armour. I did not know that Ar- 
thur Wirtz was interested in the same picture. Mr. Armour came to 
our office on 1 or 2 occasions, and I think both Mr. Tefft and Mr. John 
Russell were present, and indicated that he would be interested in the 
proposition of establishing a new bank and taking over the acceptable 
assets of the old bank if the Corporation would make good the dif- 
ference. 

However, a few days later he called me by telephone and requested 
that I get a hookup with the Washington office. On the hookup I 
know Vance Sailor was on and possibly Russell Shearer or possibly 
Mr. Cook. I’m not certain. At that time he stated he was no longer 
interested because he heard that other groups were interested. Well, 
in reality, he knew that before, because it had been discussed with him 
in the office. 

The Cuarrman. Did you ever hear Mr. Wirtz complain that Mr. 
Green and Drexler were being favored by Hodge? 

Mr. Gover. No, sir. 

The Cuarrman. Did Bailey Stanton express an interest in acquiring 
the Elmwood Bank? 

Mr. Grover. Who? 

The Cuatrman. Bailey Stanton, S-t-a-n-t-o-n. 

Mr. Gover. I don’t remember him at all. 

The Cramman. Do you know, Mr. Tefft, anything about that ? 

Mr. Terrr. I never heard of him. 

The Cuarmman. Never heard of him? 

You stated that Mr. Louis Mantynband—M-a-n-t-y-n-b-a-n-d—— 

Mr. Gover. I think it has an “s” in there before the “b” probably. 

The Cuarrman. Where did you get that spelling? It’s an unusual 
name. You said he expressed an interest in acquiring the bank? 

Mr. Gover. Yes, sir. 

The Cuarmrman. What was his proposal? Can you recall? 

Mr. Gover. He proposed a national bank. 

The Cuarrman. A national bank? 

Mr. Gover. Yes. 

The Cuarman. Anything further on that subject you’d like to add, 
either one of you? 

Mr. Trrrr. No, sir. I don’t know of any other names that came 
before us. 

The Cuarmman. What? 

Mr. Terrr. I don’t know of any other names that came before us. 

Mr. Gover. I can name one more. 

The Cuarman. All right. 

Mr. Gover. It was Louis Nelson of the Maywood Bank, an adjacent 
community. But when told of the probable capital requirements he 
didn’t display any further interest. 

The Cuarmman. What was he told would be the probable capital 


requirements ¢ 
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Mr. Gover. $800,000. 

The CaarrMan. But that didn’t turn out to be the requirement; did 
it? 

Mr. Gover. No, sir. 

The Cuatrman. That’sa rather unusual circumstance. Why should 
people be discouraged by being told these conditions, and then the 
conditions were altered later? Weren’t they? 

Mr. Gover. Well, we wound up, Senator, with only the one official 
application. 

The CHarrman. Tell me why did you or the FDIC accept Mr. 
Hodge’s dictation relative to it being a State bank rather than a na- 
tional bank? All right, Mr. Coburn. 

Mr. Cosurn. It’s necessary. It’s legally necessary. 

The Cuarrman. Why ? 

Mr. Conurn. Well, because the State bank is in his control. You 
can’t make any deal—he’s in charge of the bank—unless it’s made with 
his approval. It can’t be consumated, 

The Carman. It seems most unusual to me that here is the great 
FDIC sitting there helpless before the auditor of the State of Illinois. 
That you just couldn’t do anything. You even turned down and dis- 
couraged all other applicants, so that it ended up with only one appli- 
cant, in one case telling them that you required certain amounts and 
then you didn’t require them. Why didn’t you insist wpon the $800,- 
000 requirement of capital you told this man? 

Mr. Gover. I don’t think we discouraged them. 

The CHarrman. That discourages them by telling them they have 
got to put up a lot of money, and then you ended up by not requiring 
that. If you had told him $525,000, maybe he’d have come along. 

Mr. Gover. As a matter of fact, I started out asking for a million 
dollars of capital. 

The Cuarrman. That was your personal recommendation ? 

Mr. Gover. That was my personal—— 

The Cuamman. Where did the $800,000 come from ? 

-_ Gover. Because no one expressed any interest in the million 
ollars. 

The Caarrman. Then you yourself dropped it to $800,000 ? 

Mr. Gover. That’s right. 

The Cuatrman. What did they end up requiring ? 

Mr. Gover. $600,000 plus an agreement that under certain con- 
ditions the capital would be increased to $800,000. 

The Carman. Did you initiate that, or was that the result of 
somebody else’s——— 

Mr. Gover. I did not initiate it. 

The Cuarrman. Who did? 

Mr. Gover. The interests that organized the bank. 

Mr. Waurace: Who did these interests that organized the bank 
work with? 

Mr. Gover. They worked with me, Mr. Tefft, and Mr. Russell. 

Mr. Wauace. The thing is you said you didn’t have anything to do 
with the $600,000, that this came out of the group who organized the 
bank. Then we asked who organized bank, with whom did they work. 
They worked with you. 

Mr. Gover. That’s right. 
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Mr. Watuace. I don’t understand. 

Mr. Gover. Well, frankly, from my little part in it I held out to 
the bitter end for the $800,000. And after I suppose Mr. Hodge—I’m 
not certain; I have no record of that—made a visit to Washington and 

lead for the case—and perhaps Governor Green; I don’t know—then 
f was called, and after I considered the fact that the depositors of 
the bank were making such a hurrah and the pe and everyone else, 
and the bank had been closed, had been closed 6 weeks or more, that 
seemed to be the best we could do. And we took the best—that was 
the only application, formal application, that was ever filed. 

The Cuamman. It was the only formal application, but there were 
others who had shown interest. 

Before I go on too far with that, I don’t quite understand, Mr. 
Coburn, the point you made that here you are negotiating, you have 
this bank, and here’s Mr. Hodge—how he could tell ye what to do 
all the time? Why you couldn’t have you way. He always had 
his way. 

Mr. / ae Well, this is one of the faults of the dual bankin 
system, if you want to call it a fault—or one of the shortcomings o 
it. This isa State bank. He is a State commissioner and State super- 
visor so far as the bank is concerned. He is in charge of the bank. He 
has closed the bank. 

The Cuamman. Well, has he closed it? If he closed it, all you 
had to do is pay off the depositors and let him have it. 

Mr. Cosurn. The statute says “closed for liquidation.” He had 
not closed it for liquidation. He had closed it for audit and investi- 
gation. And asthe statute reads—— 

The Cuarmman. If you had the right to pay off your $10,000 at 
that point, then—you don’t have the right you say. If you had had 
it, would that have strengthened your hand in negotiating with him? 

Mr. Cosurn. If we had had that right under the circumstances 
we should have proceeded—the Corporation should have proceeded-— 
to the payoff then. 

Mr. Gover. But Mr. Hodge under the present Illinois law could 
have kept that bank the way it was indefinitely. 

The Caatrman. Well, that’s his res onsibility. When it came to 
a new bank, the organization of a new bank, you don’t have to insure 
it; do you? 

Mr. Copurn. No, sir. 

The Cuarrman. You didn’t have to do any of those things that 
you did do there with regard to it. I mean—— 

Mr. Cozurn. We did not have to do two things. Wedid not have 
to grant insurance to the new bank, nor did we have to enter into the 
arrangement. 

The Cuarrman, Of course, if you hadn’t done that, they wouldn’t 
have been able to or probably wouldn’t have organized it, would they? 

Mr. Cosurn. Well, probably wouldn't. 

The Cuatrrman. Probably wouldn’t? 

Mr. Copurn. That’s right. 

The Cuarrman. You had some powers—— 

Mr. Crom. Senator, of course, at that point Federal Deposit had 
taken action. It instituted an 8 (a) proceeding. So it was doing 
something with respect to the closed fenk. 
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The Cuarrman. Go ahead; make the point. 

Mr. Ceo. In response to your question of what Federal Deposit 
could do rather than just bowing to Hodge, it had instituted its sec- 
tion 8 (a) proceeding to remove insurance from the bank. 

The Cuareman. From the old bank? 

Mr. Ceci. That’s right, sir. 

The Cuarrman. That had nothing to do with the new bank. 

Mr. Cecm. Oh, no, sir. Right. 

The Cuairman. Here are several people—responsible people I take 
it. I don’t know any of them. They sound responsible. Mr. Armour 
sounds like a responsible name. He wants to create a national bank. 
Mr. Gidney over here would probably approve of that. The Fed- 
eral Reserve likes national banks. But they couldn’t do it. Mr. 
Hodge had his way. 

I still am puzzled why these people, other people who were inter- 
ested, couldn’t have a national bank. You were in a position of say- 
ing, “Well, we don’t choose to give insurance to a bank to be formed 
in accordance with Mr. Hodge’s investments.” 

Mr. Gover. No; the Board of Directors of the Corporation has 
that say. 

Mr. Copurn. Senator, I might call your attention—a national bank 
the Corporation would have no voice as to the formation. I mean they 
could form it, and if the Comptroller chartered it, it would be auto- 
matically an insured bank. 


Mr. Watiace. But it, would have had a higher amount of capitali- 
zation. 

Mr. Copurn. We don’t know what it would have had. 

Mr. Wauace. As I understand it, that was the point of a national 
bank ; $85,000 capitalization was available there. But it was a national 
bank. And Hodge was against a national bank. 

May I just clear up one thing, Mr. Chairman? 

The CHamrMan, Tien can clear it up it will suit me. 

Mr. Wauuace. Reviewing just a minute, it seems that whenever you 
had a disagreement or a possible disagreement with Hodge, Hodge 
won. On the assumption transaction versus a receivership Hod 
wanted the assumption and you had to wait. You had to give him the 
assumption because he wouldn’t close the bank. I mean he wouldn’t 
put it in receivership so you could pay off the depositors. Hodge won 
on that point. 

Gover wanted a million dollars or $800,000 capital. Hodge wanted 
$600,000. Hodge won. 

On State bank versus national bank, Hodge wanted a State bank 
and other groups had a possibility of a national bank. Hodge won. 

It seems that every place where there was a disagreement Hodge 
won. 

Mr. Cosurn. Mr. Wallace, may I answer that to say that we must 
operate within the framework of our statutory authority. Now, in 


reference to the organization of a national bank we could neither grant 
it nor veto it. Mr. Hod 


ge—— 
The Cuamman. What’s that? Say that again. 


Mr. Cosurn. So far as organization of a national bank, the Corpo- 
ration could neither grant it nor veto it. 
The Cuamman, Yes, 
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Mr. Cosurn. I mean that’s the Comptroller, under his. Or they 
could have organized a State Fed member bank and we could have 
had no voice. 

Mr. Wauxace. Wouldn’t a national bank have taken over bad assets 
under an assumption transaction? Wouldn’t you have to deal with 
them on that basis? 

Mr. Corurn. You could if the State bank could have made the ar- 
rangement, but the State bank was under the—in the hands of the 
State authority. 

Mr. Watxace. But if you had held out for your amount of capital 
and the State bank would only raise $600,000 capital and you wouldn't 
buy that but you said it had to be $800,000 capital and a national bank 
would provide $800,000, you would have won your argument with Mr. 
Hodge on both counts. 

Mr. Cosurn. Well, there was no way—we didn’t have the alterna- 
tive. It was not as simple as that. We only had so far as our 
Board was concerned—there was only one formal application made 
to the Board of the Corporation for financial assistance, and the 
closed bank made an application and referred to a newly organized 
bank, and that was the only application. 

The Caoamman. Was that application made after the whole thing 
was agreed to as far as the details of how much capital and whether 
or not you assume and all that ? 

Mr. Cosurn. The application for aid came in in advance of the 
—— of the new bank, but it was in process of being set up at 
that time. 

The Cuarmman. But your agreement first to assumption and insur- 
ance, of course, and the amount of capital, that was all necessary to 
consummate the deal ? 

Mr. Cosurn. That’s right. 

The Cuamman. I don’t quite see the compulsion. Here’s an official 
of the State. He’s a little closer to these people than you are. He’s 
an elected official. Why should you be so concerned about solving 
this, more so than he is. He’s in a position sitting off holding up his 
own constituents’ money. Why isn’t the public pressure upon him 
greater than upon you? Why? The only cause I can see for your 
giving way is your denise to pay off the depositors. 

Mr. Cogurn. There was that—there was that great compulsion that 
was present. 

The Caatrman. What? 

Mr. Cosurn. There was that great compulsion all the time. 

The Caarrman. But the man who was really the culprit in this was 
the State auditor, who had the choice of either immediately closing it 
for liquidation and letting you do it or reopening it and paying it out 
of whatever he had. I mean he was the man who had really the pri- 
mary responsibility to make that choice, wasn’t he ? 

Mr. Conurn. Yes, he was, and I think—— 

The Cuarrman. You paid a big price to serve his constituents, didn’t 

you? 
' Mr. Conurn. In effect we did, but T think our records will show 
that we were constantly trying to get him to take action. We didn’t 
care which way it went. We had available'to go any way, but we 
wanted—we primarily were concerned that some action be taken. 
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But the bank—it was a State bank, and it was under his jurisdiction. 
It was in his control. 

The Cmamman. Mr. Harl, maybe we ought to have a little diseus- 
sion from you. Reverting to the FDIC citation against Elmwood, the 
Board found, quoting from page 2 of your minutes of April 3: 


2. The continued operation of the bank with inadequate capital. 


Is that right? 

Mr. Haru. I wouldn’t know unless I saw the citation. 

The CuairmMan. That’s page 2 of your minutes of April 3. 

Mr. Wauiace. Do you have your minutes ? 

Mr. Copurn. We have the case. 

Mr. Hart. I have the case. 

Mr. Wautace. Do you have the April 3 minutes of the FDIC, or 
do we have your only copy ? 

Mr. Copurn. He has our case memorandum. 

The Cuamman. From the Board minutes here, the copy which the 
Board furnished the staff, the second paragraph reads: 


The continued operation of the bank with inadequate capital. 


That is one of the reasons for the citation. 

Among the specific findings was “(d),” the following: 

The inadequacy of the capital funds. The ratio of capital account to the 
bank’s average assets for the past year is approximately 3 percent, or less than 
one-half of the national average. 

I don’t think there’s any argument about that. 

Mr. Copurn. No; there’s no argument about that. 

The Cuarrman. How is this ratio determined, Mr. Harl, this ratio 
of capital assets to the bank’s average assets ? 

Mr, Hart. To take the ratio of assets to deposits is simply taking— 
you can take it from loans or deposits or capital. We take the amount 
of assets, simply divide the capital into it. It gives you a percentage. 

The Cratrman. Capital accounts is their percentage of the overall 
assets, all assets ? 

Mr. Haru. That’s right. 

by CuatrMan. Do you know what the national average was in 
1953 ¢ 

Mr. Hart. It was down in the sixes some place, What was it, Mr. 
DeHority ? 

Mr. DeHortry. I don’t know exactly. Between 6 and 7. 

Mr, Haru. Somewhere around 6.2, 6.3. 

The Crarrman. 6,9 percent, our figures show. 

Mr. Hart, In 1953? 

The Cuamman. That’s right. 

Mr. Hart. You probably got your figures from a proper source. 
Some place between 6 and 7. 

The Cuamman. We got them from FDIC. I’m no expert on this, 
Mr. Harl. I’m not on the Board. 

Mr. Wattacr, I see some—— 

The Cratrman. Does anybody here know ? 

Mr. Watuace. Is that correct, Mr. Coburn? You were nodding 
your head. 

Mr. DeHorrry. Closer to 7 than it was to 6. 
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Mr. Conurn. I mean that’s approximately right. I would have 
said 7 percent. : 

Mr. Watxace. When you nod your head the reporter doesn’t get it. 

Mr. Cosurn. I wasn’t testifying. 

The Cuarrman. Mr. Har, let’s assume it was 6.9 percent. I think 
that’s close to it. Among your requirements for continuation of the 
bank was that its total capital account be increased to an amount 
commensurate with the volume of its assets and the risks involved 
therein and that the additional amount to be provided shall not be 
less than $600,000. Is that correct ? 

Mr. Hart. I[ think it is. 

The CuatrrMan. What was the capital account as of that time ? 

Mr. Haru. I do not remember. 

The Cuatrman. It was $506,300. Isn’t that correct? Mr. DeHority ¢ 

Mr. DeHorrry. You're talking now the spring of 1953? The figure 
I gave you a while ago was, of course, our examination of November 
1952, and that, of course—the figure you have in all probability is the 
book capital, does not take into consideration any possible losses nor 
any depreciation in the securities account. 

The Cuatrman. The book is reflected in this capital account of 
$506,300? Is that correct? 

Mr. DeHortry. I beg your pardon? 

The CuarrMan. That was the book capital ? 

Mr. DeHorrry. I presume that figure you have is book capital. I 
have no figure for that particular date... I am assuming that you are 
speaking of the time the bank was closed. The figure I have was the 
figure that we adjusted at the time of our examination, 

The Carman. Well, it was certainly close to that. That was 
approximately the amount. 

Now, the Board’s attitude—the point I wanted to make, Mr. Harl, 
was that the Board’s attitude was as of that time—that is, the time 
of these minutes that I referred to—that in order to continue this 
bank, in addition to its $500,000, in round numbers, it should have 
$600,000 additional capital. Is that correct? 

Mr. Haru. What the citation says. 

The Cuarrman. What? 

Mr. Harv. That _is according to the citation. Isn’t that right? 


Mr. DeHorrry. You have it. I haven’t seen the citation. In 
addition ? 


Mr. Cosurn. Yes. 

The Cuairman. Is that correct? The memorandum to the Board 
of Review and the Board of Directors of the FDIC on Elmwood 
dated April 2, 1953, states that this injection of $600,000 additional 


capital would raise the capital assets ratio to 6.3 percent. Is that 
not correct? 


Mr. Hart. If that’s in the report, it is. 

The Cuarrman. It is clear, is it not, that this requirement was in 
addition to several others, including new management satisfactory 
to you and the State auditor, that the doubful and loss assets be 


eliminated, that the substandard loans be placed in acceptable banking 
form? Isn’t that correct? 


Mr. Hart. I think it is. 
The Cuarrman. That’s on page 3 of the minutes of the Board. 
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And in the Southmoor case your citation on page 4 of the memo- 
randum to the Board of Review and the Board of Directors states 
as follows: 


Within less than 2 years after organization the bank’s capital ratio was found 
to be deficient. The examination report as of August 17, 1948, reflects a capital 
asset ratio of 5.3, which was a better ratio than has existed at any time since. 
The analysis of examination reports from January 1952 to November 1955 dis- 
closes that the capital ratio ranges from a high of 4.1 percent on May 18, 1958, 
to a low of 3.2 on November 21, 1955. 

It is clear, is it not, that these ratios were grounds for criticism 
of the Southmoor Bank? Isn't that right? 

The only point is: This was a subject for criticism of the other 
banks, too. 

Mr. Cosurn. The real subject of criticism of Southmoor Bank was 
their asset condition, They had so many classified loans. And 
you’re more conscious of the capital deficiencies when you have got 
more Classifications, 

The CuatrmMan. But still that is a ground for criticism. Wasn’t it, 
Mr. Harl? 

Mr. Hart. Are you talking about the Southmoor case or the—— 

The Cuamman, Well, we are just using this. There again was an- 
other example of deficient capital, and you criticized it—one where 
it was 5.3, ranging from 5.3 down to 3.2 percent. Isn’t that correct ? 

Mr. Hart. That was one of the criticisms, but I don’t think that was 
the major criticism, however. 

The CaarrMan, It was one of the criticisms. 

Mr. Gover has indicated in his negotiations in Chicago with parties 
who were interested in opening the new bank that he would require 
a capital account of $1 million. That’s true, isn’t it? You knew 
that? 

Mr. Hart. That he—— 

The Cuarrman. Mr, Gover stated so. 

Mr. Haru, That he would require it? 

The CuarmMan,. He recommended the new bank have a million dol- 
lars. That is very closely in line with what the Board had required 
of the old bank in order to continue. If I understand it, the old bank 
would have been required to put up $1,100,000. And you recom- 
mended that it be a million dollars for the new bank. Is that correct? 

Mr. Gover. Yes. 

The Cuarrman. Isn’t that correct? 

Mr. Haru. Recommended to whom? 

The Cuarmman. Mr. Gover recommended I assume to the FDIC or 
to anybody with regard to the opening of a new bank it ought to have 
a million dollars. 

Mr. Gover. No; excuse me, Senator. I started out talking to the 
persons that had inquired about it in terms of a million dollars. 

The Cuarrman. Well, then, you were speaking for the FDIC? 

Mr. Gover. I didn’t make any recommendation.to Washington on it. 

The Cuatrman., I see. 

Among the memorandums furnished by the FDIC is one undated 
but signed “JLC” and *VLS,” The staff thinks that’s John L. Cecil 
and Vance L. Sailor. I guess that’s—— 

Mr. Cect. That® right. 
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The Cuarmman. This memorandum is as follows: 


The auditor of public accounts and Mr. Gover have agreed to capitalization 
as follows: Elmwood, $850,000 total capital structure; $500,000 common stock; 
$200,000 surplus ; $150,000 operating reserve. Principal interest expected to be 
held by Green group. 

Now, the question I wanted to ask you, Mr. Harl, is: In view of all 
this—that is, the criticism for deficient capital accounts in both cases, 
but, of course, we're talking now about Elmwood—why did the FDIC 
permit the organization of a new bank with a capital account of only 
$600,000 ? 

Mr. Hart. We acted on the recommendation of the people in the 
field, feeling that this is the most logical way to handle the situation. 

The Crairman. Well, it seems to me wholly illogical, You have 
been insisting all along, first, there be $1,100,000 to continue the bank, 
and then your representative—or at least he wasn’t maybe speaking in 
response to your directive but he was your examiner, Mr. Gover—was 
saying first a million. That’s what he really thought, as he’s testified. 
What’s logical about your now dropping down to $600,000? 

Mr. Haru. As Mr. Gover said this morning, that was seemingly the 
best they could get in order to get the bank open. 

The CHarman. What does the Board normally require of a new 
bank that’s being opened? What ratio? Do you normally require 
what you call the average ratio of the country, or do you require one- 
half of the average ratio? 

Mr. Haru. Personnally I would go for the average ratio. 

The Carman. Well, what does the Board as a matter of practice 
usually require? 

Mr. Haru. The Board usually takes the recommendations of 
their—— 

The Cuarmman. Doesn’t the Board ever exercise its own discretion ? 

Mr. Haru. At times; yes, sir. 

The Cuarman. I want to know what you think about it. 

Mr. Hart. I have told you I think average ratio. 

The Cuarmman,. You said it’s logical. Why did you accept $600,000 
as the capital ? 

Mr. Har. Because we were trying to get this bank open, Senator. 

The CHatrmMan. Why were you so anxious to get it open ? 

Mr. Hart. I wasn’t particularly anxious to get it open except to 
get the depositors paid. 

The Cuarrman. Why was the Board? 

Mr. Hart. Sir? 

The Cuarrman. Why was the Board? 

Mr. Harv. You’ve got the majority of the Board right here and—— 

The Cuamman. Well, if you disagreed with it—— 

Mr. Hart. No; we didn’t disagree with it. 

The Cuarrman. Did you not agree with this? 

Mr. Hart. I certainly did. 

The Cuatrrman. Why did you agree? 

Mr. Haru. To pay these depositors off so they’d get their $10,000 of 
each account. 

The Cuarrman. Then am I to understand that you accepted a ratio 
in the new bank which you thoroughly disagreed with simply because 
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the auditor of the State of Illinois would not permit you to pay them ¢ 
Is that your understanding ? 

Mr. Haru. We had no = i with the—— 

The CuarmMan. You didn’t have to do this. 

Mr. Haru. He could have kept that bank that way indefinitely, 
Senator. 

The CHamman. Then what I said would reflect the situation? 
That he forced you to accept something contrary to your rules—is 
that right /—your normal action ! 

Mr. Haru. I wouldn’t say that. I'd say this: Everybody connected 
with the Corporation were endeavoring to get a bank or do some way 
so the depositors could receive their money. 

The CHarrmMan. Well, the truth of the matter is, if I understand 
you, normally you would have required a million one hundred thou- 
sand dollars, or say at least a million dollars, of new capital if you 
had followed your usual rule, wouldn’t you ¢ 

Mr. Haru. No, sir. 

The Cuatrman. No, sir? 

Mr. Hart. Normally we would—we would survey the situation and 
try to estimate of the new bank—try to estimate the potential deposit 
ratio. Once the deposit ratio was—an estimate—established, then 
we would endeavor to bring it formally into effect, which at that time 
they said between 6 and 7 percent. 

The CHairMANn. Well, I assume the recommendation of the Board in 
its citation was based upon those same considerations which required 
$1,100,000? Didn’t it? As I have just stated, the Board in its own 
citation said, “You have got to put up $600,000 additional to the $500,- 
000.” Now, has there been any change in circumstances between that 
citation 

Mr. Hart. Yes, quite a change. The new bank is a clean banking 
institution. They had no substandard assets at all. 

The CuAmman. Well, but you just said a moment ago that in the 
case of a brand new bank with nothing at all but all cash, just 
— a bank, you required the ratio of capital assets to assets to 
ve 

Mr, Haru. To estimated assets, 

The CuatrMan. To be around 6 or 7 percent. That’s around the 
average. 

Mr. Haru. That is correct. 

The CuatrMan. Well, this bank is no cleaner than a brand new bank, 
is it? 

Mr. Haru. Yes; but this bank is. a result of a situation in which a 
lot of depositors were not getting their deposits. ; 

The Cuamman. Well, then, L don’t see how I misstated the situa- 
tion when [ said that this man who had control of the bank—he 
bludgeoned you, the Board, into doing something you normally 
wouldn’t do. Would you? That is, accept much less than the average 
capital accounts for it? 

r. Haru. We tried to exprore the idea of bringing litigation 
against the controller to make him either open the bank or turn it 
over for liquidation, 

The Cuamman. You did explore that? 

Mr. Haru. We did explore that. 
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The CHamman. Tell me about that. It’s certainly in your behalf 
you tried. It would appear from the record you didn’t do much. 
What did you do? 

Mr. Hart. We explored that. I'll let you talk to counsel on that. 

The Cuamrman. Did the Board ask the counsel to look into the 
powers you had to bring an action against 

Mr. Hart. The Board tried to do everything to get this situation 
right. 

"The Cxarrman. The committee would be interested in knowing 
about it. 

Mr. Haru. Okay. Mr. Cecil, you explored that. 

Mr. Cosurn. I was not 

The Cuamman. Who was the—— 

Mr. Haru. Mr. Cecil explored it. 

The Cuamman. Mr. Cecil, tell us about it. 

Mr. Ceci. Senator, the question pertains to the action the Federal 
Deposit could have taken in order to force the payment—— 

The CuarrMan. That’s right. 

Mr. Crcr. Of the insured depositors?) That was considered by the 
Legal Division rather informally. It never was put to us formally, 
but the question was raised. 

The Cuarmman. Did the Board ask you to look into this to see 
whether or not there was any way you could make Hodge close that 
bank so you 

Mr. Crcin. No, sir, that question was never directed to us. 

The Cuatrman. Never was directed ? 

Mr. Cectz. No,sir. We gave consideration to the question, I repeat, 
rather informally, as to what the possibilities were under our law. We 
concluded that under our law the Corporation could only pay off the 
depositors if this bank were closed and placed in liquidation. If we 
attempted to pay off the depositors under other circumstances, then 
provisions of our law relative to subrogation of the Corporation to the 
rights of the depositors who it would have paid off under circumstances 
other than a receivership could have been imperiled. 

The Cuarrman. How’sthat? It would have been? 

Mr. Crcm.. Could have been imperiled. And at least there was a 
very serious question of law as to what our rights would be against 
a bank which has not been closed for liquidation to bring into operation 
the definition in the Federal Deposit Insurance Act of what is an 
insured deposit and when the Corporation shall pay off the insured 
depositors of abank. There was a serious legal question there. 

The CuarrMan. What is your view now asa lawyer ? 

Mr. Cecr. Well, at that time—— 

The Caamman. Of the position of FDIC if you had paid these 
people and they had assigned to you their rights. What is your 
attitude on that ? 

Mr. Crecrm.. Senator, if I may back up there, at that time I was not 
in charge of the Legal Division. Ishould point that out. T was called 
in on these questions not as general counsel but to give an opinion 
with him present. 

I did take this position: That if the situation became any more 
serious that we should give consideration to going to Chicago and 
setting up a pavoff office down the street if necessary, making a demand 
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upon the auditor of public accounts to furnish us with a list of the 
depositors of the bank—if we could not get them voluntarily our- 
selves—and to start paying off. 

However, as it has been explained here in the testimony this morn- 
ing, these negotiations were on a day-to-day basis. It was always: 
“Well, tomorrow this thing is going to jell,” or “1 more day,” or “if 
they have not come to something I will place the bank in receivership 
this evening,” or what not. 

That recommendation was made. It was, however, made by me, 
That is, the recommendation that possibly that is the way to break this 
impasse. 

The Cuarrman. To go and pay the depositors. 

Mr. Ceci. Pay them off any way and take our chances. 

The Cuarrman. To whom did you make that recommendation ? 

Mr. Ceci. Informal discussion, as I recall, in the board room. 

The Cuarrman. To the board room ? 

Mr. Ceci. In the board room. And right now I do not recall 
specifically who was in the board room. We had so many meetings 
at that time. 

The Cuarrman. Were you there, Mr. Harl? 

Mr. Hart. IthinkI was. Idon’tremember. But—— 

The Cuarrman. What did you think of that proposal ? 

Mr. Haru. I was for anpthing to get the depositors paid. I think 
everybody else was. 

The Cuarrman. Why didn’t you go ahead with that view? That 
seems to be very reasonable procedure—that you go on and pay the 
depositors rather than knuckle under to this fellow who’s asking you 
to do something that is in violation of your own principles. 

Mr. Haru. Well, I really don’t know. 

The Coarrman. What 

Mr. Haru. I can’t answerthat. I don’t know. 

The Cuarrman. You dont’ know why you didn’t—— 

Mr. Hart. No. 

The Carman. Go along with that? 

In former testimony before this committee in 1951 you were then 
requiring for new banks capital structure of 6.8 percent, according to 
the testimony at that time. 

Mr. Haru. That was the national average ? 

The CuHamman. Yes; that was the national average. So here appar- 
ently you permitted this bank to open with less than one-half of the 
national average. That’s a very unusual circumstance, isn’t it? 

Mr. Copurn. Senator, I might just—it is true that this is less.than 
the 6 percent, but it was the consensus of opinion that there would 
be a substantial sloughing off of the deposit liabilities of the bank 
due to the unpleasantness that has ensued from closing it up for many, 
many weeks. And while we didn’t know what it would be—and it 
is only a partial justification, plus the emergency of it—but, neverthe- 
less, it was anticipated it would be a substantial decrease in the deposit 
yey 7 the new bank as compared with the deposit volume of the 
old bank. : 

Mr. Gover. And then, also, Senator, the requirement for a new bank 
starting out from scratch is based on an estimate or a guess of what 
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the volume may be at the end of a 3-year period. That is, they start 
out with nothing, and the examiner in his survey tries to make an 
estimate of what they may have at the end of 3 years on the assump- 
tion that the first year they will lose money and the second year they 
will break even and the third year they will probably gain back what 
part of the original capital they lost the first year. 

The Cuarrman. Well, at this point in the record I wish to put in a 
memorandum to the files dated May 11, signed by John L. Cecil, 
counsel, relating to this subject, in which it says again that— 


Mr. Gover reported he advised Mr. Hodge that he could not recommend the above- 
indicated reductions in the initial capital structure. 


You were certainly consistent apparently up to the point they over- 
ruled you. I want that in the record. 
(The memorandum referred to follows:) 


May 11, 1953. 
Memorandum to files. 


Re First State Bank of E]mwood Park, Elmwood Park, Ill.; Devon-North Town 
State Bank, Chicago, II. 

A telephone conference was held late this afternoon between Mr. Gover in 
Chicago and Mr. Sailor in the above connection. Mr. Shearer and the writer 
were also on the wire. 

Mr. Gover reported that conferences had been held during the course of the 
day between his office and that of Mr. Hodge in connection with the proposed 
new banks which would assume the deposit liabilities of the above institutions. 
Reference to our file will disclose that agreement had been reached between Mr. 
Gover’s office and the auditor’s office last week on the exact capitalization 
requirements for each of the proposed new institutions. These agreements were 
considered firm and to have been discussed with and understood by the prospec- 
tive interests moving to organize the new institutions. In summary, they were: 
In the case of the First State Bank of Elmwood Park—$850,000 total capital 
structure, with a supplemental “staircase” agreement relative to increase of the 
capital structure in the event of sustained increase in deposits; Devon-North 
Town State Bank—$750,000 capital structure, with a like supplemental agree- 
ment. During this telephone conference, however, Mr. Gover reported that Mr. 
Hodge now proposes that the new bank at Elmwood Park be chartered with a 
total capital structure of $600,000. This figure contemplates the same arrange- 
ment under the Tark lease as was previously agreed upon. The Green group is the 
moving interest in this instance. As for Devon-North Town State Bank, the 
proposal now is that the new bank be chartered with $500,000 total capital struc- 
ture, and Mr. Hodge is also in favor of that reduced figure. 

Mr. Gover reported he advised Mr. Hodge that he could not recommend the 
above-indicated reductions in the initial capital structure in either instance and 
that he doubted the Corporation would approve the banks for insurance with 
those reduced figures as the initial capital. He said, however, that in the case 
of the new bank at Blmwood Park they have the application forms and Mr. 
Thomas Fitzgerald is getting the financial statements of the directors, etc., to 
support the applications. 

Messrs. Sailor and Shearer each agreed with Mr. Gover's conclusion that upon 
the basis of information now at hand the Examination Division could not recom- 
mend to the Board of Directors that the initial capital structure of each of the 
above banks be reduced below the figures agreed upon last week, but they 
instructed Mr. Gover to keep them closely advised of all developments. 


Joun L, Cecri, Counsel. 
The Cuarmman. To point up the significance of this change, it 


would indicate that this was a very favorable deal for Mr. Green and 


Mr. Hodge to give them this bank with only $600,000 capital. Isn’t 
it? 


Mr. Gover. Yes. 
The Cyuarrmman. Mr. Wallace? 
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Mr. Watiace. Mr. Gover, you were saying you thought perhaps 
Mr. Green and Mr. Hodge had visited Washington. Did they do 
that to your knowledge‘ Mr. Green and Mr. Hodge ? 

Mr. Gover. Pardon? 

Mr. Wauxace. A while ago you said something about Mr, Green 
and Mr. Hodge visiting Washington. Did they? 

Mr. Gover. I think they did. Now, I have no record in my file 

Mr. Waxxace. Did you receive any telephone call from Washing- 
ton about how these negotiations should go on? 

Mr. Gover. From Mr. Sailor. 

Mr. Wattace. Mr. Sailor? 

Mr. Gover. Yes. 

Mr. Watxiace. What did he tell you? 

Mr. Gover. Well, he said, in effect, that that was the way it was 
going to be. 

Mr. Wattace. What was the way it was going to be? 

Mr. Gover. The $600,000 capital. 

Mr. Waxuace. Sailor told you that was what it was to be? You 
had said $800,000, and when Sailor called you he said it was going to 
be $600,000 ? 

The Cuarrman. FDIC has furnished the committee copies of mem- 
orandums dealing with the FDIC's role in the Elmwood Bank mat- 
ter. The only document which refers to the FDIC’s approval of the 
capitalization of the new bank is a telegram which reads as follows: 

CHICAGO, ILL., May 14, 1953. 


Hon. H., Ear Cook, 
Chairman, Federal Deposit Insurance Corporation, Washington, D. C.: 


On the basis of our conversation this afternoon and on your assurance that 
insurance of deposits would be granted, I have today issued permits authorizing 
erganization of Bank of Elmwood Park, Elmwood Park, ILL, with total capitali- 
zation of $600,000, and Republic Bank of Chicago, LIL, with total capitalization 
of $500,000, 

OrvILLe E. Hoper, 
Auditor, Public Accounts, State of Illinois. 

What was Mr. Cook’s assurance based upon, Mr. Harl? Do you 
know ¢ 

Mr. Haru. I don’t know. I didn’t know about that telegram myself. 

The CuairmMan. Did Mr. Cook consult you at all about this ? 

Mr. Haru. Atthistime? I don’t remember. 

The Cuatrman. Apparently it was a conversation, Do you think 
Mr. Cook assured him that you would insure the deposits without 
consulting the other members of the Board ? 

Mr. Hart. Well, evidently there had been several conferences in 
May between the committees and Mr. Hodge, and I don’t know what 
took place except from the memorandum in the files, because I was 
not present at any of those. 

The Cuarrman. Apparently this is the only thing that we were 
furnished that moult indicate there was any agreement other than 
this aida and this, of course, is Mr. Hodge’s telegram, not Mr. 
ook’s. 

I may say Mr. Cook is not here, of course, because his wife is sick. 
I believe she’s very ill, and he couldn’t come. 

Does anybody here know anything about any assurance that Mr. 
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Cook had given anyone?—Mr. Hodge? Do you know, Mr. Tefft? 
Or do you know, Mr. Coburn ? 

Mr. Terrr. I do not. 

Mr. Copurn. I do know there were several telephone conversations 
between Hodge and Sorenson on one end and Mr. Cook and Mr. Shearer 
and Mr. Sailor on the other. 

The Cuarrman. Telephone conversations ? 

Mr. Cosurn. Telephone conservations; yes, sir. I think our record 
shows that Mr. Seles came down to Washington on one occasion. 

The Cuarrman. Whom did he talk to when he was:here? 

Mr. Copurn. Mr. Cecil. 

Mr. Ceci. Senator, he came down with one of his assistants to— 
in around 

The Cuarman. Who? 

Mr. Crecm. Around the middle of April. I’m not too sure about 
that. April 1953. It would be April 15 or April 17 or what not. 
Present at that meeting were the members of the staff, and we have 
a memorandum which we have given to Mr. Wallace covering the 
conference. 

The Cuamman. I am told that is way before this. That was in 
April. This is in May. Did he come down in May after this was 
a matter of current discussion as to this new bank ? 

Mr. Ceci. He only came down to my knowledge—and we have 
carefully reviewed the files, Senator—on the one occasion. That 


oceasion is covered by the memorandum which we have furnished to 

the committee. And we believe, therefore—it is my opinion—that 

Mr. Gover’s memory has not served him Poe today when he says 
re 


that there was—that Mr. Hodge and/or 
what your testimony was 

The CHarrMan. at Mr. Green? Is that Mr.—what was his first 
name? Dwight? Former governor? 

Mr. Gover. Yes. 

The Cuamman: Mr. Cecil says there was no meeting in Washing- 
ton, that they did not come down here after April what? The 3d? 

Mr. Crom. Whatever the date is on that memorandum that I have 
furnished you. 

Mr. Rocers. I think I can straighten out the record. The meeting 
was on May 4, but the meeting did not deal with capitalization. It 
dealt with fits lan to have a receiver and pay out a hundred percent. 

Mr. Cecm. Dealt with the legal question of whether or not we 
could advance assistance to the bank after it was placed im receiver- 
ship. There was no discussion of capitalization tomy knowledge. And 
it is to my knowledge there was no other visitation of Mr. Hodge 
and/or Mr. Green to the Federal Deposit Insurance Corporation. 

The Cuamman. While they were here did they discuss—have any 
or with members of the Board at any other time when you were 
there 

Mr. Crcm. To my knowledge no such meetings, Senator, and it 
would be extraordinary if there were not a memorandum covering such 
ameeting. ‘There has been found nosuch memorandum. 

pee Cuatrman. Did you ever meet Mr. Hodge at any time, Mr. 
Har! 

Mr. Hart. Not until after the bank was formed. I met him in the 


reen—I don’t know 
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summer of 1953. He came down here to the ABA convention in 
September. 
he CuarrMan. After the bank was formed ? 

Mr. Haru. Yes. 

The Cuarrman. Did he tell you then he was a stockholder in the 
bank ¢ 

Mr. Haru. No. 

The CuatrMan. Did you have any reason to think he was? 

Mr. Haru. No, sir. We had the list of the stockholders, and we 
thought he was acting in his capacity as bank commissioner. 

The Cuarrman. What was your feeling as to why he was so insist- 
ent upon it being a State bank and with only $600,000 capital ¢ 

Mr. Hart. I don’t know. I never talked to Mr. Hodge at any time. 

The Cuamman. Why do you think he was so interested? Is it 
normal for a man in his position to fight like this for a low capital- 
ization ¢ 

Mr. Gover. Well, there’s a certain amount of rivalry or jealousy, as 
you might call it, between State bank supervisors with respect to 
national banks. 

The Cuarmman. Well, do State bank supervisors normally try to 
create the weakest possible bank in their States? Is that normal? 

Mr. Gover. No. 

The Cuairman. I see no reason why they would—unless there’s some 
personal interest—why they would wish to create a bank with one-half 
of the normal requirement of the FDIC. Do you? Couldn’t that be 
logically considered a red flag ? 


Mr. Gover. I said, “No” to that question. Frequently the State 
bank supervisors do want to interfere with the FDIC on behalf of their 
friends to get the best deal, the lowest capital requirements — can. 


If they don’t happen to be so friendly to the banker, very often they’re 
perfectly willing for the capital to be as high as anyone wants it. 

The Cuarrman. Was there any difficulty in raising the capital for 
Elmwood bank—the new bank? Do you know about that? 

Mr. Gover. Only hearsay. I heard indirectly that they had diffi- 
culty in even raising the $600,000. That came through the State de- 
partment—the junior officials of the State department. 

The CHamrmaNn. Does anybody else know or have any knowledge 
about that? 

Mr. Greensives. Senator, I have no direct knowledge, but in reading 
the file just before this action, there was a three-way telephone conver- 
sation between Mr. Hodge, Mr. Cook, and Mr. Sailor, and Mr. Shearer, 
and I believe that at that telephone conversation Mr. Hodge said that 
$600,000 is all that could be raised by the group. 

The Cuatrman. Mr. Hodge said that? 

Mr. Greensives. That’s what I believe was said, but I have no direct 
knowledge of it. I gained that impression from reading the memo- 
randum of the — conversation. 

The Cuarrman. Mr. Green was active in the raising of the capital ? 

Mr. Greensipes. Mr. Green as far as I know was not down there. 
Mr. Green was active in raising the capital ; yes, sir. 

The Caarrman. It seems to me some place in that memorandum he 
had felt he had considerable responsibility. 

Mr. Greensives. He was the spearhead. 
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Mr. Cosurn. He became chairman of the board. 

The Cuatmrman. He became the chairman? 

Mr. Cosurn. Yes, sir. 

The Cuarmman. We had better ask Mr. Green about it. He’s the 
one who knows. 

Mr. Cosurn. Yes, sir. 

The Cuamman. You don’t know anything about it? 

Mr. Cosurn. I don’t know anything about it except what I got from 
the files. 

The Cuarmman. And there is no one here can testify, is there, as to 
Mr. Hodge’s reason for insisting on the $600,000 No one know 
directly ? 

Did he ever speak to you, Mr. Gover?. 

Mr. Gover. Mr. Hodge? 

The CrarrMan. Yes. 

Mr. Gover. No, sir. 

The Cuarrman. What amount was the stock subscribed? What was 
the amount put up, the par value? 

Mr. Gover. 1314 par value. 

The Cuarrman. Dollars? What? 

Mr. Gover. 1314. 

The Cuarrman. Dollars? 

Mr. Gover. Par value. It was divided into 400,000 capital and 150 
surplus and 50 undivided profits. 

The Cuarrman. What did the the initial shareholders pay for that 
stock? That was its book value. 

Mr. Gover. Well, they paid that price on 400,000. They paid half 
again as much, whatever that 

The Cuatrman. I am told it was $20 a share they paid for the 
initial stock; is that correct? 

Mr. Gover. I can’t figure it in my head. I think that is correct; 
yes, sir. 

* The Caamman. Was it worth that, do you think? 

Mr. Gover. Yes. 

The Cuarrman. I will pass on, unless anyone wishes to volunteer 
anything that I have overlooked asking relative to this subject. Any- 
body ¢ 

Mr. Gipney. Senator. 

The Carman. Do you have any comments, Mr. Gidney? 

Mr. Gipney. Well, I think you should realize that through this 
period there was an almost constant interchange of negotiations, I 
take it from Mr. Gover—that I don’t know, but I believe so—between 
Sorenson, our chief examiner, and Hodge. I was in on at least one 
telephone conversation, 8 o’clock in the evening, and I know that was 
continuous negotiation ; so that I did not see Mr. Hodge in Washing- 
ton in that period. In fact, I didn’t see Mr. Hodge until 2 years later, 
about. 

But that was going on continuously, and I have the impression— 
and this is an impression, not absolute memory, but I have the impres- 
sion that when this thing came up it was just up in the way that that is 
the best you could get, and I think probably it might be ible that 
Mr. Hodge didn’t have complete control of how much he could get, 
that he also had to take what he could get. 
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That is a little more charitable assumption than we have been mak- 
ing, but I believe that might have been the case. 

The CuHarrman. Generally, Mr. Gidney, you have a lot of applica- 
tions for banks. What is your practice today when you have an appli- 
cation for a new bank? What do you require them to put up in the 
way of capital assets? 

Mr. Gipney. Well, I think we have had some in Chicago, and we 
have required some of $50,000 in the neighborhood of Chicago. 

The CuarrMan. I mean percentage. 

Mr. Gipney. Well, that is an unknown percentage because we don’t 
know what those deposits will be. That is a tug of war every time. 
They want to put up less capital because they don’t expect to get 
many Geposits, and they want to get the charter because they are sure 
they will get a lot; so we have a contradiction every time. 

The Cuarrman. What are your requirements is what I mean. For 
example, have you chartered any national banks lately where the cap- 
ital assets are 3 percent of what you anticipate would be their total 
assets at the end of the first year, whatever your period is? Don’t 
you have some formula you follow ? 

Mr. Gipney. Nothing that you could relate as a formula, but we 
have what we call an ues judgment or an informed guess. 

The Cuarrman. Put it another way: In a going bank do you ever 
criticize a bank for having too little capital assets ? 

Mr. Gipney. Continuously. 

The CuairrmMan. At what point? What is the standard that you use 
in criticizing? Is there any standard? 

Mr. Gipney. Well, if they drop below 5 percent I like to pound 
them quite a bit. 

The CrarrmMan. Well, that is what I mean. Then 5 percent is sort 
of your minimum. What*is your average in national banks? 

Mr. Gipney. Average is about something over eight. 

The Cuarrman. Over eight? 

Mr. Gipnery. Yes; but that average is not—that is an average of 
all dollars and not too satisfactory because large banks drag the aver- 
age up if they have good ratio. 

The Cuarrman. If one of them dropped as low as three percent, 
would you raise cain about it? 

Mr. Gipney. We vigorously try to get some more capital, and we 
are doing that all the time, not always successfully. 

The Cuatrrman. Do you have any national banks to your knowl- 
edge now with a ratio as low as 3 percent ? 

Mr. Gipney. Yes. 

The CHarrman,. What kind of banks are they ? 

Mr. Gipney. Well, we have one in the Chicago area that was down 
to just about 3 percent. We are getting $165,000 in recently. 

The Cuairman. Do you consider that a problem bank? 

Mr. Gipney. We consider it a problem to get some more capital. 

The Cuairnman. Tell me, why is it that Chicago seems to be the 
source of all the ill in the banking? Everything we mention is Chi- 
cago. That is the only one that you have. 

Mr. Gipnry. That is on the docket today. 

The Cuarrman. What is the matter with the Chicago area? 

Mr. Gipney. I don’t want to make any aspersions on Chicago, but 
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that is the one that is on the docket today, and this 3 percent bank 
is the only national bank I happen to think of. 

The Cuarrman. Is in Chicago? 

op Gipney. And I happen to have that on the list which I have 
with me. 

The Cuatrman. Do you have anything further? 

Mr. Gipnry. No; I thought to be clear that there was a continuous 
series of negotiation, great disturbance in the minds of the staff that 
this thing was rolling along and, therefore, to get it done. 

The CHarMan. Of course, this bank isn’t quite like a new bank 
with nothing. You had a certain amount of deposits they were to 
take over, and there were certain developments. That isn’t exactly 
like a brand new bank—with an old history. 

Mr. Gipney. Quite different. I think you should note you have 
this memorandum of May 26, the board of review, by a group, and 
approved by others, in which the matter of the adequacy of the capital 
was reviewed, and that should be noted because attention was given to 
the fact that the deposits would probably shrink, or might shrink, 
which they actually did for a time. 

The fact that there would be transferred to the new bank only— 
clean assets. In this case, the new bank would not have—— 

The Cuarrman. What is the date of that one? 

Mr. Gipney. This is May 26. 

The Carman. Well, the matter had already been decided then? 

Mr. Cosnurn. That is the application for insurance. 

Mr. Gipney. This is the memorandum concerning the application 
for insurance. 

The CuHatrmMan. According to the telegram, Mr. Cook had also 
agreed to it. 

Mr. Gipney. It may have been informal.” 

The Cuatrman. But that is quite inconsistent with their insistence 
prior to that time on the 600 additional to the 500, wasn’t it? 


Mr. Gipney. I think I ought to put something in there that hasn’t 
been brought in. 


The Cuarrman. I wish you would. 

Mr. Groner. That that 600 or 500 plus that the books show ap- 
parently wasn’t worth anything, and on the contrary there probably 
was a good, big gap in the picture below the deposit figure. 

The CuatrmMan. Well, under the citation, though, weren’t they re- 
quired both to clean up their assets, that is, to eliminate them, and 
add 600,000, to do both? 

Mr. Gipney. That is right. In the process of the takeover they did 
clean up the assets with the help of the FDIC and they did that with 
600,000. So I think there is a clean addition of 600,000. 

That old thing, with the picture of that purchased paper from 
Dallas, nobody believed at that time that that would pay out more 
than 50 cents on the dollar. Actually, through the efforts of the very 
good liquidation man, that came out with a loss of not too much over 
10 percent. 

Mr. Terrr. Just about. 

The CuarrmMan. That is the next subject, Mr. Tefft. We will 
pursue that a bit. 

Is it not true, Mr. Tefft, that one of the most controversial points 
involved in persuading the directors of the old Elmwood Bank to 
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agree to the assumption transaction was the evaluation of the physical 
assets of the old bank ? 

Mr. Terrr. Well, I wouldn't say, Senator, that that was the primary 
object. I think they were arbitrary, and they were brought around 
to sign the preliminary application for financial aid due to the fact 
that Mr. Hodge on one night occasioned there told them that they 
either had to act then or he was going to place the bank in receivership 
and make the FDIC receiver, and he did bring out the receivership 
papers appointing the FDIC as receiver, gave it to me, and I accepted 
it; and shortly thereafter, within a half hour, the old directors finally 
agreed to sign the application for financial aid, and Mr. Hodge asked 
me to give him back the receivership form, which I did. 

The Carman. I didn’t follow you quite. I don’t hear you very 
clearly, Mr. Tefft. 

Did I understand Mr. Hodge gave you receivership papers appoint- 
ing the FDIC the receiver ? 

Mr. Terrr. Yes, sir. 

The Caarrman. And then what happened to those papers? 

Mr. Terrr. I put them in my briefcase, and in a short time went out 
to—started up to telephone the directors in Washington, inform them, 
and in the meantime the old board agreed to sign the document, mak- 
ing the preliminary application for assistance from the FDIC. 

The ‘HAIRMAN. Then he used that threat to force them to agree toa 
lower evaluation of the physical assets ? 

Mr. Terrr. I don’t think it wasa threat. I think he actually meant 
to put it in receivership because it couldn’t get action. 

The Cuamman. Well, but he didn’t. Why wasn’t it athreat? When 


they did agree to a lower evaluation, he withdrew the receivership. 
Mr. Terrt. That is right. 
The Cuatrrman. Whether or not “threat” is a proeee word, I don’t 
know, but it was some kind of a pressure, wasn’t it / 
Mr. Terrr. Yes, it was pressure because it had results. 
The Cuarrman. They would have faced a greater disaster if they 


didn’t accept his evaluation of the assets, isn’t that right ? 

Mr. Terrr. No, not exactly that. I think it was arbitrary. 

The Cuarrman. It was his procedure to evaluate, I am told, rather 
than his evaluation, is that right ? 

Mr. Terrr. Yes, sir. 

The CHarrman. What were the physical assets involved ? 

Mr. Terrr. Well, the banker’s discount paper was the real trouble in 
the bank. 

The Cuatrman. No, I am talking about the physical assets: lease- 
hold interest, furniture, fixture, box, and vaults. Isn’t that right ? 

Mr. Terrr. We took that all over and sold it back to the bank. 

The Cuatrman. Did you ever tell the directors of the old bank that 
they would get $250,000 for the physical assets ? 

Mr. Terrr. No,sir. I never did. 

The Cuarrman. Did the old directors state to you that that was the 
value, that should be the value ? 

Mr. Terrr. They mentioned $200,000. 

The CHatrrman. $200,000? 

Mr. Terrr. Yes, sir. 

The Cuamman. They thought-that was what it was worth? 
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Mr. Terrr. Yes, sir. 

The Cuarrman. Did you ever give any approximate value, indicate 
an approximate value to the directors ¢ 

Mr. Terrr. No,sir. They said, well, if we turn it over to the FDIC 
they won’t get what it is worth. 

The CHarrman. Who said that? 


Mr. Trerrr. That is one of the old directors, Bloom, made the state- 
ment. 


The Cuatrrman. Did you ever at any time indicate your views of 
what the value was ? 

Mr. Terrr. No, sir. 

The CuarrMan. I will insert two letters in the record. 

(The letters referred to follow :) 


Memorandum to files 


Re First State Bank of Elmwood Park, Elmwood Park, Ill., Devon-North Town 
State Bank, Chicago, Il. 
May 20, 1953. 

A call was received from Messrs. Gover, Russell, and Tefft this afternoon to 
Mr. Sailor and the writer. Our representatives in Chicago reported as follows 
in the above connection : 

The meeting last night of the Elmwood Pank board finally reduced itself to 
a controversy over the value of the leasehold, furniture, and fixtures, and safety 
deposit boxes. The directors finally decided that their bank should receive 
$250,000 for this property in any proposed purchase transaction. The meeting 
adjourned until this evening after a heated session. Beutel showed up at the 
meeting this afternoon and there was some feeling that he had influenced the 
board of directors to take the above position relative to the fixed assets. An- 
other question injected at this meeting concerned the payment of directors’ fees 
and/or salaries to the directors. The directors were told that the corporation 
would not agree to the payment of any salaries except to those officer-directors 
who were actually performing services on behalf of the bank in that capacity. 
The directors stated that they had heretofore been paid $75 per meeting. They 
claimed they were entitled to receive $750 for meetings attended heretofore and 
for which they had not been paid. Our representatives were advised that they 
should insist that any discussions concerning payments to directors be deferred 
until the other more important questions had been settled to the mutual satis- 
faction of those concerned. 

As for the Devon-North Town Bank and Weir’s proposition in connection with 
it, his proposal has now been withdrawn. The basis for this withdrawal lies 
in the fact that the attorney for Bankers’ Discount at the meeting in the court’s 
chambers yesterday in Dallas introduced an entirely new arrangément. The 
net effect of this new plan would be to take Weir’s company (State Finance) 
and Pacific Finance out of the picture and substitute two other finance com- 
panies who would service the Devon paper. Pacific and State are now receiving 
a 10-percent fee, whereas under the new proposed plan the other companies 
would do this work for nothing. Since it seemed apparent to Mr. Weir that if 
this new proposal were acted upon, his company would be shut out of the poten- 
tial market established by Bankers’ Discount, he withdrew his plan. Mr. Hodge 
still has the matter under discussion with Mr. Weir. The meeting of the board 
of directors of Devon was adjourned to reconvene at the call of the Chair. 


Joun L. Ceci, Counsel. 
Original to Mr. Sailor. 


Memorandum to files 
Re First State Bank of Elmwood Park, Elmwood Park, Ill., Devon-North Town 
State Bank, Chicago, Ill. 
May 21, 1953. 


Mr. Gover called Mr. Sailor this morning to report as follows in the above 
connection, the writer being on the wire. 


At the meeting of the board of directors of Elmwood Park yesterday a vote of 
5 to 2 was recorded by the directors in favor of consummating a purchase trans- 
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action between the bank and this Corporation, but in adopting this resolution 
they interposed a condition that their bank should receive $250,000 for the fixed 
assets or, aS am alternative, the stockholders of the old bank should receive an 
amount of stoek, totaling that sum, in the new bank. This $250,000 figure, how- 
ever, is not to include the furniture and fixtures. Beutel was at this meeting. 
Mr. Browning, attorney for the auditor, advised the board that the action taken 
at the meeting and particularly the imposition of the above condition did not 
bind the auditor’s office and that he retained the right to close the bank at any 
time if he so determined. Mr. Beutel indicated doubt that the auditor would 
ever place the bank in receivership. The board of directors of the new bank is 
te meet at 11:30 teday to consider the above proposition of the old bank. 

As for the Devon bank, it was reported that Mr. Weir has now come up with the 
following new proposition. He will pay 75 cents on the dollar for the Bankers’ 
Discount paper held by Devon; remit to Devon collections effected during the 
past 3 months in the amount of $137,000; and will pay to Devon an override of 
up to 15 cents on the dollar of collections effected by him on the paper after he 
acquires it from Devon. This new plan must be accepted by the bankruptcy court 
in Dallas in lieu of the present plans under consideration, and is subject to the 
further condition that the bank will waive any rights under the $65,000 open note 
of Bankers’ Discount except its right to set off the maker’s $20,000 deposit. It 
was reported that the above Weir proposition is now being discussed with the 
Federal Reserve in Chicago. The receiver of Bankers’ Discount takes the position 
that any such proposition will have to be approved by the Federal Reserve, the 
Federal Deposit Insurance Corporation, and by the auditor in addition to the 
court. The Corporation, of course, would not enter into any such approval. Weir 
understood that the Devon bank would be expected to reopen with new manage- 
ment and with a change of stock control. In the meantime, however, two of the 
Devon directors who heretofore executed the application for assistance from this 
Corporation, now take the position they will not sign any contract under a pur- 
chase transaction between this Corporation and the Devon bank and between the 
Devon bank and the new bank. 

JoHN L, CreciL, Counsel. 

Original to Mr. Sailor. 


The Cuarrman. Did you on May 22 in the minutes of the FDIC 
meeting—well, the minutes indicate—I will refresh your memory— 
on May 22 that you expressed the opinion that the subsequent negotia- 
tions should result in evaluation of $150,000 for the fixed assets. 

Mr. Terrr. Well, I might have made a statement of estimate. 

The Cuarrman. The minutes reflect that, and you think that is 
correct ? 

Mr. Terrr. That is about what we got for them. 

Mr. Wattace. Mr. Tefft, you say that you did not make any state- 
ment that they would get $250,000 ? 

Mr. Terrr. I made no statement to the old board about the valua- 
tion atall. The statement I made was to my own people. 

The Caamman. Yes. That wasthe minutes of the meeting ? 

Mr. Terrr. Yes, sir. 

Mr. Watuace. Let me ask you this question: When the representa- 
tives of the old board asked you if they could get $250,000, did you 
reply in effect “I will get you more than that” ? 

Mr. Terrr. No, sir. 

The Cuatrrman,. Youdid not? 

Mr. Terre. Did not. 

Mr. Watuace. Thank you. 

The Cuarmman. Mr, Tefft, are you familiar with negotiations with 
Mr. James A. Clark to purchase the physical assets ? 

Mr. Terrr, No,sir. Mr. Cox handled that transaction. 

The Caaran. Mr. Cox, did Mr. Clark ever make any offer ? 

Mr. Cox. He made a conditional offer, sir. 
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The Cuarrman. How much? 

Mr. Cox. $250,000. 

The Cuamman. What was the conditional offer! What were the 
conditions ¢ 

Mr. Cox. That basically an early delivery—rather, early possession 
of the premises. 

The Caarrman. How early ! 

Mr. Cox. We went to Chicago, Mr. Cecil and I, at the instructions 
of the board, so that we could go into the matter completely with Mr. 
Clark and explain the corporation’s position. We explained to him 
that there was an outstanding agreement whereby the corporation had 
agreed that the assuming bank—to sell to the assuming bank the lease- 
holds and furniture, fixtures, and equipment on a basis of having 
the leasehold appraised by MAT appraiser and also the assuming bank 
to have it appraised and that if there were any difference we would 
negotiate on a basis of getting together, and it was also agreed that 
we would have the equipment, furniture and equipment, appraised 
similarly and then negotiate that difference, if there were any differ- 
ence in the figures. 

Mr. Clark informed us—Mr. Cecil was along, and also our local 
counsel, Mr. John H. Bishop, and our liquidator, all present at this 
conference. Mr. Clark informed us that he didn’t think that this 
was a binding agreement, and then we countered with the statement 
that if he fetl that way about it to make us an unconditional offer and 
we would submit it to the board. 

Well, these negotiations continued for a period of several days, 
and at the last—he never did come up with a firm offer, and at our 
final conference, or the date which was set for the final conference, 
he didn’t show up; the secretary called in and said that he was sick. 

Then we wrote Mr. Clark a letter and told him that in effect that 
if he were not—if we did not hear from him within 10 days, we would 
assume that he would not—— 

ian Cuarmman. What was the date? Can you place the date of 
this? 

Mr. Cox. It was in May, I think, of 1954 that—— 

The CuHarrmMan. May of 1954. 

Mr. Cox. That his first letter arrived here or was transmitted here 
by our liquidator. It was either April or May 1954. 

The Cuarrman. That was nearly a year after the bank closed ? 

Mr. Cox. Yes, sir. We had been attempting all along to agree on a 
price with the assuming bank, but we had not been able to do so. 

The Cuarrman. Well, were they operating? 

Mr. Cox. They were operating in the premises, yes, sir. 

The Cuarrman. Never had agreement as to any price ? 

Mr. Cox. We could never get together on a price. 

The Cuarrman. What was the price that you finally did get? 

Mr. Cox. $124,900, plus our retention of certain rentals which would 
run it close to $130,000. 

_ That figure—I am speaking from memory now. It has been some 
time ago. 

Mr. Cosurn. The detailed statement has been furnished the com- 
mittee. 

The Carman. My figure was 112, plus rent, plus interest, is that 
correct, which amounted to about $128,000 ? 
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Mr. Cox. They actually paid us $124,900, 

The CuamrMan. Plus interest ? 

Mr. Cox. Which included interest. 

Mr. Wa.tace. Did it include rent ? 

Mr. Cox. Beg your pardon ? 

The Cuarrman,. Did it include rent ? 

Mr. Cox. No, it didn’t include rental. They had been paying—we 
made all the necessary adjustments, as I recall, so as to include their 
paying the rental of $6,000 for each of the 2 leaseholds. 

The Cuairman. That was in effect about half of what Mr. Clark 
offered. How do you explain such a great variation in the value, that 
is, between the offer and what you got? Here again was it just because 
you just couldn’t make them do it? 

Mr. Crciu. Senator, if I may answer at that point while Mr. Cox is 
looking up the details of the leaseholds and furniture and equipment, 
Mr. Clark never made an offer as such. He made an offer that was 
impossible of acceptance. He made an offer firm if we could guarantee 
possession of the going bank premises within a matter of days. We 
finally said, well, how about weeks. Well, weeks is too indefinite. I 
don’t know that my people could stand still. There is a bank south 
of the Loop, frankly, that is my client. They have interest in several 
other companies. I don’t think they could wait even for a matter 
of weeks. 

Well, that raised a very pertinent question, Senator, that we couldn’t 
guarantee any delivery any time because there was a question in one 
lease of the necessity for the approval of the lessor to any assignment. 
We couldn’t guarantee you he was going along with that. 


There was only two ways we could make that. One was to persuade 
the new bank of Elmwood Park to move out so we could sell. Well, 
that answers itself. They are certainly not going to get out of the 
premises that they claimed they had a right to buy from us. Or, 
a to force them out through litigation. 


The CHarrman. If you were bound up like that, why were you nego- 
tiating with this fellow, if you couldn’t do anything about it? Some- 
body must have been talking it over with Clark. Why were you Going 
that if you couldn’t deliver, or doing anything? Out of idle curiosity ? 
What were you wasting your time for in talking about it? 

Mr. Ceci. We put it to Mr. Clark. He said it is not a binding 
agreement, and we said maybe it wasn’t and we don’t feel like walking 
into a: lawsuit. He said, “1 don’t feel like buying a lawsuit either.” 

The Cuarrman. That should have been the end of the matter if you 
were sure you were bound. 

Mr. Ceciz. We went to Chicago—— 

The Cuamman. Was Mr. Clark, by the way, a stockholder of the 
old bank? 

Mr. Ceci. Owned 1,000 shares, Senator. He was telling us he 
owned 1,000 shares. 

ene: He was trying, in a sense, to protect his invest- 
ments 

Mr. Cectt. We reached the point where we assured him we wanted 
to get every top dollar to insure his assets and we would give him, 
frankly, what our position was and he would give us the same. 
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The Caarrman. What did the old stockholders get out of their old 
investments in the bank? 

Mr. Cecit. They didn’t get anything. 

The Cuamman. Will they get anything?. 

Mr. Cecm. It will depend upon the final outcome of the litigation. 

The CHarrMan. What is your guess of the estimate ? 

Mr. Cec. I think Mr. Tefft is Chief of the Division of Liquidation. 
He had better answer that. 

The Cuarmman. Do you think he will get anything, Mr. Tefft? 

Mr. Trrrr. We have two lawsuits pending out there, Senator, one 
for twenty-some-odd thousand dollars, I guess, individual. We ap- 
praise it $15,000. And we have $300,000 surety bonds upon which suit 
has been filed and, of course, if we get a substantial amount out of the 
surety bonds, the amount less attorneys’ fees would pay us and give 
the stockholders some little amount back. 

The CHarrman. It won’t be much? 

Mr. Terrr. Sir? 

The Cuamman. You don’t think you will get much? 

Mr. Terrr. Not unless we collect the full amount of the bond. 

The Cuarrman. Among the unacceptable assets of the old bank 
were 219 real-estate mortgages in the amount of $1,288,115.20. 
What happened to those mortgages, Mr. Tefft ? 

Mr. Trerrr. They were soid to the new bank at a discount of $2 a 
hundred. 

The Cuarrman. Were bids solicited for those mortgages? 

Mr. Terrt. Yes, sir. Mr. Cox handled or negotiated that trans- 
action. I think he asked 14 different firms who dealt in mortgages and 
individuals. 

The Cxuarrman. You handled this, Mr. Cox? 

Mr. Cox. Yes, sir. 

The Cuarrman. Did Mr. Alfred H. Olson, executive vice president, 
discuss the matter of purchasing the mortgages with John J. Slocum, 
liquidator for the FDIC? 

Mr. Cox. Mr. Slocum has told me on several oecasions, or told me on 
several oceasions that Mr. Olson came in from time to time saying 
that he would get an offer at par for those mortgages. 

The CHatrman. That he what? 

Mr. Cox. That he would get an offer at par, but that went on quite 
some time, and our files show that no firm offer was ever submitted. 

The Cuairrman. Then Mr. Olson did not make any firm offer to pur- 
chase the mortgages? 

Mr. Cox. We have no knowledge of any firm offer he made. 

Mr. Wautace. Did Mr. Slocum have knowledge Mr. Olson was 
working, trying to get an offer of par for these mortgages? 

Mr. Cox. As I recall, Mr. Slocum was aware of the fact that he was 
trying to sell the mortgage, was all. 

Mr. Watxace. Did you ever discuss this with Mr. Slocum after it 
was done, after he sold the mortgages? 

Mr. Cox. Yes. 

Mr. Wattace. Did he ever say anything to you about having sold 
the mortgages and then, after he sold them Olson finally came through 
with the offer? What Olson says he couldn’t understand is why Slo- 
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cum didn’t wait until he could finish his negotiations but went ahead 
and sold mortgages at 98. 

Mr. Cox. So far as I know, Mr. Olson never made any firm offer 
either before or after the sale of the mortgages. 

The Cuarrman. Was Mr. Olson astockholder in the old bank ? 

Mr. Cox. Yes, sir. 

The CuatrmMan. Do you know how much he had ¢ 

Mr. Cox. I rather think it was a hundred shares. I am not positive 
of that. 

Mr. Wauuace. Did you ask the Belmont and Devon and West Irv- 
ing banks to bid on these mortgages ? 

Mr. Cox. We instructed the liquidator to send out detailed lists of 
these mortgages to any and every possible investor he could think 
of. These mortgages were listed in detail showing the principal 
balance, the interest and all the necessary details to determine whether 
they would be interested or not, and these were sent to 14 different 
investors, mortgage investors. 

Mr. Wautace. Our information is that Mr. Olson went to the 
three banks, West Irving, the Devon-Northtown, and Belmont, and 
that he did get commitments for a hundred percent on all the mort- 
gages except three of his hotel mortgages, but when he went back to 
Slocum, it was too late. Mr. Slocum had already sold them, even 
though he knew that Mr. Olson was attempting to get these bids. 
Would you comment on that? 

Mr. Cox. Mr. Slocum has advised me since, in recent weeks, that 
he called Mr. Olson shortly after we accepted the offer of the new 
banks and told him that we consummated the sales, and as I recall, 
Olson made no comment to him that he had received a firm offer of 
par for these mortgages. 

Mr. Watiace. You mean to say that Slocum called Olson before he 
accepted the bids of 98 ? 

Mr. Cox. No, he called him and told him that he was accepting the 
offer of 98. 

Mr. Wat.ace. He told Olson that he was accepting the offer of 98? 

Mr. Cox. Yes. 

Mr. Watuiace. And what did Olson say ? 

Mr. Cox. I don’t have any information on that point. As a matter 
of fact, I think he called the banks and told them that we were accept- 
ing this offer. 

he Carman. I think on this matter we will put in the record 
at this point a copy of an affidavit from Mr. John J. Slocum that 
covers this point. 

(The affidavit referred to follows :) 

STatTe oF KENTUCKY, 
County of Daviess, 88: 
I, John J. Slocum, being first duly sworn depose and say as follows: 
That I was the liquidator for the Federal Deposit Insurance Corporation 


mee purchased from the First State Bank of Elmwood Park, Elmwood 
-ark, Til. ' 


That among such assets were some 200 mortgages having a face value of 
slightly in excess of $1 million. 

That Mr. A. H. Olson, executive vice president of the First State Bank of 
Elmwood Park, Elmwood Park, Ill., in personal conversations and by telephone 


advised me that he was trying to interest various groups and banks in order to 
develop an offer of par for the above-mentioned mortgages. 
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That the matter was discussed with Mr. Olson many times over a period of 
approximately 244 months; and while he stated that he was trying to develop 
an offer of par and that he expected to develop an offer for the group of mort- 
gages, he did not produce a firm offer or any offer. 

JOHN J. SLocum. 

Subscribed and sworn to this Ist of Angust 1956, in the county and State afore- 
said, before me, the undersigned. 

RutsH M. CHEATHAM, 
Notary Public, State of Kentucky at Large. 


My commission expires March 2, 1957. 


The Cuarrman. Mr. Tefft—lI guess you are the one to answer these— 
how much did you pay the finance companies in commissions ? 

Mr. Terrr. Ten percent. . 

The Cuarrman. Is that $150,000, approximately ? 

Mr. Terrr. Yes, sir. 

The Carman. How much did you spend on legal fees and 
expenses ¢ 

Mr. Terrr. I think we have a breakdown of that here, Senator. 

The Cuarrman. I think I can understand why the old stockholders 
were charging that your expenses were excessive. I thought perhaps 
we ought to develop this subject. Is that not correct ? 

Mr. Ceci. That has been aired in the press, Senator. 

The CuarrmMan. Have they charged your expenses were excessive ? 

Mr. Cecix. I think on one occasion at one of their meetings, which 
was not a formal meeting of the stockholders, it was a group-— 

The Cuareman. I think it might be good for you to use your oppor- 
tunity to state your case. Exactly what were the legal expenses ? 

Mr. Trrrr. The total legal expenses, $74,309.77. 

The Cuarman. Who were the attorneys you employed and how 
were they selected ? 

Mr. Trrrr. Well, there was our local counsel in Chicago, and then 
he recommended certain attorneys in Houston, Tex. 

The Coarmman. Where? 

Mr. Turrr. Houston, Tex. 

Mr. Cospurn. That was on account of the Banker’s Discount. 

The Cuarrman. Oh. What legal work was handled by these attor- 
neys¢ What did they do to get $74,000? 

Mr. Terrr. Well, the Banker’s Discount was involved in receiver- 
ship proceedings at the time, and there had been certain collections 
made by the Banker’s Discount on assets that belonged to the bank. 
We had to recover those, some $300,000, and then the amount that 
was tied up in the trusteeship at the National Bank of the Republic, 
being proceeds of collections made on notes that belonged to the bank. 

The Cuarrman. Mr. Tefft, is it your normal procedure to buy a 
new car whenever you undertake a liquidation ? 

Mr. Terrr. Yes, sir. 

The Cuarrman. Why is that? 

Mr. Terrr. Well, it is almost essential for the liquidator to have a 
car to get around in, you see. 

The Cuarman. Why does he need a new one on every liquidation ? 
Why doesn’t he use the one he used on the last liquidation ? 

r. Terrr. Well, we sell the old car. Sometimes we do transfer it. 

The Cruarrman. I just wondered what your normal practice was. 
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Mr. Terrr. We only have 4 or 5. I can remember when we owned 
67 cars and 17 trucks that we used in our operation. 

The Cuamman. Well, apparently, [ am told they think you needn’t 
buy a new car every time you liquidate your bank. How many FDIC 
employees worked on this liquidation and what period of time? 

Mr. Terrr. Well, let’s see. 

After all of the papers were prepared, we cut our force down to a 
minimum. Of course, by getting rid of these mortgages we were able 
to release men because we didn’t have to service them any further. 
If we would have had to service those mortgages clear through to 
maturity, we would have had to get men there for that purpose. It 
would have been a real expensive operation. 

The CuarrmaNn. I understand the Board authorized expenditure for 
purchase of assets not in excess of $714 million; is that correct? 

Mr. Terr. Yes, sir. 

The CuarrmMan. How much was the expenses ¢ 

Mr. Terrr. A little over $4.8 million. 

The CuarrMan. Is what you actually expended ? 

Mr. Terrr. Yes, sir. 

The Cuatrman. I take it that indicates the Board didn’t know how 
many of the assets they would have to buy when they made the first 

Mr. Terrr. No, sir. It was an estimate the first round. 

The Cuarrman, Among the findings of the Board, it is stated that 
the bank has sustained losses of $1,065,000. What was the basis of 
that statement ? 

Mr. Terrr. I didn’t get that, Senator. 

The Cuarrman. Among the findings of the Board, the FDIC Board, 
it is stated that the bank has sustained losses of $1,065,000. Where 
did you get that statement? What was the basis for that statement? 

Mr. Terrr. That was the estimate in the Banker’s Discount paper. 

The CuHarrmMan. You estimated that all to be a loss? 

Mr. Ceci. The estimate was something—45 to 65, Senator. 

The CuarrmMan. I mean this loss. 

Mr. Creciz. This loss? There was over 2 million in the paper in 
the bank, and the estimated loss was in that paper. 

The CHarrman. That indicates you believed the old bank to be 
insolvent; isthat correct? 

Mr. Terr. Yes, sir. 

The Cuarrman. Do you now believe that it was insolvent? 

Mr. Terrr. Yes, sir. We know it now. 

The Cuarrman. Well, was it really insolvent if that paper was 
worth 90 percent of its face value? Was it still insolvent? On what 
ra On grounds other than the grounds you thought it was; is 
that right? 


Mr. Terrr. Well, we had $2,180,000 of it. We had to pay $150,000 
collection fees. 


The Cuatrman. Oh, that is in addition to the 10-percent discount ; 
is that right? 

Mr. Terrr. Yes, sir. 

The Cuarrman. So that you had $350,000. 

Mr. Terrr. No, $150,000 is the 10-percent discount. 

The Cuarrman. What is that? 
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Mr. Terrt. It is collection commissions on Banker’s Discount Corp. 
paper, $150,000. The loss was 10 percent—$2,180,000. 

The Cuarrman. Of course, the Banker’s Discount—at least they 
presumably collect them for nothing. You wouldn’t have had the 
$150,000 expense; you would have had mostly discount. 

Mr. Terrr. Well, Senator, I don’t think they could have done as 
well as we did. They had a lot of paths to do with papers and they 
sold it tothe bank. For us this paper was scattered over about seven 
States, starting with Tennessee clear to California, Texas, Arizona, 

The Cuarrman. Mr. Harl, what do you think about this procedure, 
the Banker’s Discount coming in this bank as they did? Does that 
strike you as a practice that is tolerable? Should we do anything 
about it? 

You are familiar with, aren’t you, what the Banker’s Discount did 
with not only this bank, three other banks in the area? You know 
about it ? 

Mr. Harv. Yes. As I understand it, they sold these banks their 
own paper. 

The CHatrMan. Before that, they bought the stock, didn’t they? 

Hr. Harv. I think they used that money to buy the stock, is the way 
I understood it. 

The Cuatmrman. All right, you tell me how you understand it. 1 
want to know your comments about that practice. 

Mr. Haru. As I understand it, they used this money to buy the 
bank but up to that time we had no knowledge of who the Banker's 
Discount Co. was. 

The CHatrmMan. Have you had any other experiences with them / 

Mr. Hart. No. But we found out, though, that they had lines of 
credit with the Bank of America and Republic National and several 
other banks at that time, didn’t they, Mr. Tefft? They were seemingly 
doing business with some very large institutions. 

The Carman. They came in and bought control of the banks and 
then unloaded this paper on them, didn’t they ? 

Mr. Haru. Well, I thought they put the paper in first. I may have 
the cart before the horse. 

The CuamrmMan. Would these banks be foolish enough to take that 
paper under those conditions without their having control of it? 

Mr. Gover, you probably know about this. 

Mr. Gover. Each of these banks took—at first took some unsecured 
notes of the Banker’s Discount Corp. 

The CaarrmMan. Made them loans to the bank—— 

Mr. Gover. Made loans on security. 

The CHatrrman. Prior to their having acquired any stock interest in 
them ¢ 

Mr. Gover. At the same time they acquired the stock. 

Mr. Conurn. It was all part of the same deal. 

Mr. Gover. Or within reasonably same time. 

And, no, we didn’t think much of it. I didn’t think much of it. 
I immediately started to try to find out something about the Banker's 
Discount Corp. 

The CHarmman. Since the enactment of the Bank Holding Company 
Act, that can’t be done; is that right? 

Mr. Gipney. It would be illegal. 





ILLINOIS BANKING SITUATION 79 


The CaarrmMan. Well, that is what I mean. That is a better way to 
put it. It would be illegal and a violation of the law if they did it; 
is that correct ? 

Mr. Gover. I think so, as I understand the bank holding company. 

The Cuarrman. You think so, don’t you, Mr. Gidney ? 

Mr. Gipney. If it would be illegal, the kind of people, that might 
have been done. 

The Cuarman. They could still do it in one bank. They couldn’t 
do it with three banks; is that right? 

Mr. Giney. That is true. They couldn’t legally do it in three 
banks. 

The Cuarrman. So you have still got to watch for them. 

Is there any procedure by which the FDIC is notified when control 
of a bank changes? 

You say no? 

Mr. Cosurn. No. 

Mr. Gover. No, sir. 

The Cuarrman. Shouldn’t there be? 

Mr. Copurn. Well, we again have been trying to think whether 
we should propose an authority. 

Florida has a statute which gives the State commissioner the right 
in the event of new management to pass upon new management under 
those circumstances. I have discussed it with Mr. Greensides and 
others, whether or not that should be incorporated, to diseuss it with 
Mr. Harl. 

Mr. Harl thought—and some of the others—it was encroaching 
upon the States rights in reference to that. 

The Cuatrman. Well, you require in a new bank a list of stock- 
holders and you usually want to know all about them, don’t you? 
When you issue a charter, isn’t that so? 

Mr. Gipney. Yes, that is so. 

The CHairman. If that is so, why shouldn’t you inquire about 
changes? I mean they are just as dangerous afterward as they are to 
start with, aren’t they? 

Mr. Gipney. We require a list of the organizers and look into them 
carefully. 

The CuarrmMan. That is right. 

Mr. Gipney. The other stockholders may be just a little—which we 
do not go into carefully. 

The Cuarrman. Are you notified of changes in bank stock ¢ 

Mr. Gipney. No; we are not. 

The Carman. Do you think you should be? 

Mr. Gipney. Well, it is a very serious question. It is a powder 
magazine we sit on because anybody could buy and sometimes does buy 
a bank, and we have a good ownership today and a bad one next week. 
It is worth thinking about. I don’t know the answer. 

The Cuatrman. What do you think abom it, Mr. Harl? 

Mr. Haru. Well, it is a case of negotiability of your stock. If a 
bank has stock, pledges collateral, and the collateral has to be sold, you 
would narrow down those who would buy your collateral. 

The Cuairman. You are going a little further, I think; than my 
question. I was coming to that. But first is whether or not you 
should be notified. I didn’t*say that you should have the power to 
prohibit a change, but it would be the halfway position if you re- 
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quired that you be given notice of changes of ownership whether or 
not you be given the power to veto a change. You are saying the 
question of vetoing a change is a very: 

Mr. Haru. Of course, in time, complaint made all the time, that 
bank stock is very hard to sell; it is not very readily negotiable. It 
would seem to me that that point might make it harder than ever to 
negotiate. 


The Cuarmman. Well, is that a good or bad thing from your point 
of view ! 

Mr. Hart. From our point of view, that puts a different complexion 
on it. From our point of view, as the Comptroller said, if you have 
a good management, we would like such good management continued, 
and if they couldn’t sell their stock they would only have one other 
way out, and that would be to liquidate their bank. From our stand- 
point, it would be very wholesome. 

The Cuarrman. Would you be prepared to recommend that some 
requirements as to notification be included in the duties of the bank, 
that they notify you on change of ownership ¢ 

Mr. Haru. I want to think that one over. 

The Cuarrman. I wish you would think it over. 

Mr. Harv. Now I think the Comptroller will take the same posi- 
tion as the rest of us. We have an awful time now. Bankers com- 
plain that stocks are not negotiable, and they can’t get value for it, 


or anything else. If that was the case, it might make it a little more 
difficult to sell. 


The Cuarrman. Why do you think so? 


Mr. Hart. Because a man wouldn’t want to invest in something that 
he couldn’t sell freely. 


The Caarrman. But there is no restriction. I am not asking you 
about a restriction. 

Mr. Hart. As I said, from our standpoint it is fine. 

The Cuarrman. I don’t propose at the moment to put any legal 
obstacle in the way-of selling it. It is simply to notify you that it 
will be on notice to the loans of banks; that is all. 

Mr. Haru. I go along with that. 

The Cuarrman. Do you think that is an obstacle in itself? 

Mr. Haru. No, sir. 


I will go along with that. I thought you meant we would get the 
veto right. 


The Carman. No, that would be a further thing than merely 
notification of changes in ownership. 

Mr. Hart. That would be very wholesome. 

Mr. Greensives. Senator, I wonder if such a law would have stop- 
ped Mr. Hodge, say, from acquiring stock in other names? 

The Carman. Well, I was just coming to that question, and I 
was going to ask both you and Mr. Gidney what about the advisability 
of making illegal this practice that Mr. Hodge indu in in holding 
stock in somebody else’s name. What do you think about that? 


Mr. Gipney. It is illegal for Mr. Hodge to hold this stock at any 
time. 


The Cuarrman. It was illegal? 
Mr. Hart. Certainly. 
The Cxarrman. What law did he violate? 
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Mr. Harv. I understand the State laws of Lllinois are specific that 
a State bank commissioner couldn’t hold stock in a bank which he 
supervised. 

The Cuamman. I hadn’t heard that. Is that—— 

Mr. Copurn. I don’t think so, That is true in some States. 

Mr. Hart. It is true in a great many States. 

The Cuarrman. Here again Illinois is a class by itself. 

Mr. Cozsurn. No, I don’t think by itself because I know of several 
States where the commissioner does own banks. 

The Cuamman. Does own banks? 

Mr. Cosurn. Yes. 

The Cuarrman. Wherever they do own it, does the law require that 
that be published? I mean that it be known. Do you know? 

Mr. Cosurn. No, I am sure that the commissioner—there is no 
law in Georgia, Pennsylvania. 

Mr. Greensives. Ohio. There is a law in Ohio. 

Mr. Gover. Iowa. 

The Cuamman,. On that point, I think it is a point worthy of your 
consideration and considering recommending, if you will, to the com- 
mittee what you think about a requirement that you won’t insure 
a bank unless the ownership is public property, that you know who 
owns the stock. 

Mr. Haru. Senator, we have that on our agenda now to bring up 
here. 

The CHarman. You have? Have you made up your mind to 
recommend it? 

Mr. Harv. It hasn’t been discussed with the Board at all. 

The Cuarrman. I thought you said to bring us here? 

Mr. Harv. We are going to bring it up here, but we have agenda 
on the Robertson recodification. 

The Cuarrman. As this is one of the points—— 

Mr. Haru. We have been discussing it down there and had several 
meetings about it. 

The Cuarrman. Is there anything in the national banks on this 
subject, Mr. Gidney ? 

Mr. Garvey. I think not, except that a bank-holding company has 
to. But other than that, I think there is no provision in the National 
Bank Act as to who may own the stock in a national bank. 

The Carman. At the present time, there is no way for you to 
know whether or not the registered stockholders are the actual ones 
or not; is that right? 

Mr. Gipney. I think that is true. 

The Cuarrman. There is no prohibition of this practice as it re- 
jates to national banks? 

Mr. Groney. I think that is true. 

The Cuamrman. Are you considering making a recommendation of 
such a-—— 

Mr. Gwney. We had not thought about that. 

The Cuamman. What do you think now? Do you think it is 
worthwhile? 

Mr. Giwwney. We had thought about a collateral—in fact;-we had 
prepared something on a collateral subject. We had an occasion not 
long ago where a bank was’purchased and they did a transaction 
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whereby they sold their banking house at a big profit and distributed 
something like $400,000 in dividends. We have a proposal to make 
that impossible, make that illegal. 

These changes of ownership—I don’t know about the notification 
being very important. We hear about these sad Sings just fast 
enough. Bad news travels fast, and we hear about them fast enough, 
and there have been many in the history, of course. 

The Cuamman. Well, don’t you think the fact that a practice is 
illegal would be a deterrent to most normal people ? 

Mr. Giwwney. Well, this is very much of a sidewalk opinion beeause 
this thing really needs study. I think we might be loaded down with 
bales of notification for sale of stock which we wouldn’t have any ade- 
quate way of going over, couldn’t keep up with it, to do anything 
really useful and effective on it. 

Now in our examinations, attention is given to shifts of stock- 
ownership, and usually in a good many cases a summary of where the 
stockownership lies, and very often an effort and an actul ascertain- 
ment of those which are held through trusteeships or names. 

The Cuamman. Well, that would be the real benefit that an exami- 
ner looking into a bank could with considerable degree rely upon the 
aceuraey of the stockholder—stock book. 

Mr. Gwney. Well, he can as to the names. 

The Cuarrman. Well, he can’t now, apparently, where the practice 
is you are holding in somebody else’s name. 

Mr. Gwwney. He cannot absolutely rely because it may be in the 
name of—— 

The Cuatrrman. As I understand from the record, Mr. Gover, for 
example, who was quite familiar with this bank, heard about the 
banker’s discount from the newspapers, not from stock books or from 
an examination. Is that correct? You read it in the newspapers? 

Mr. Gover. No. I first heard of it through Mr. Sorenson. 

Mr. Copurn. He read it in the newspaper. 

The Cuarrman,. 4h, he is the one who read it in the newspaper. 

Mr. Gover. Probably he did. 

The CuarrmMan. I saw that statement somewhere. 

But, in any case, Mr. Hodge was able to buy a very large percentage 
of this and hold it in another’s name so that no one knew about it. If 
the public had known about it, they probably would have disapproved, 
so he probably wouldn’t have bought it because he was at that time, 
at least, an elected official in Illinois, wasn’t he ? 

They are more sensitive to public opinion than just ordinary 
bankers. 

Mr. Gover. There is one other thought, Senator. If you are going 
to consider any legislation, of course, it would have to be the records 
of the bank, and we have known eases, particularly small banks, where 
certain individuals have bought the stock on the quiet and then walk 
in at the annual stockholders meeting the first year, without any 
knowledge of the bank or nothing on the record, and take control of it. 

The Cuarrman. Mr. Harl, do you think it would have made any 
difference to FDIC in approving the new bank if it had known that 
Mr. Hodge would have a substantial interest in it? 

Mr. Haru. Yes; I think it would have, because personally I thought 
there was a law in Illinois against the Commissioner holding bank 
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stock, because in the West practically every State has a law like that. 
No member of the rae of the FDIC can own bank stock. 

The CHarrMan. a think that you might have in your law a 
prohibition sda’ public supervisory officials owning banks which 
you insure? 

Mr. Hart. Well, you have heard of States rights, haven’t you ? 

The Cuarrman. Yes, but this is a contractual relationship. They 
don’t have to have this insurance, and you don’t have to give it to them. 
All you have to do is just say, “W roll, we don’t care to insure such 
people,” and they can exercise their States rights and go their own 
way ; they don’t have to have your insurance. 

Mr. Hart. What I am getting to is they will exercise their States 

rights, and so far as legislation of that nature, I imagine that if you put 
it in there you would get a flood of letters from bankers all over the 
country saying that we are interfering with the prerogatives of the 
State bank commissioner because they do not have it in their law. 

Now in the FDIC, no one aboard the records of the FDIC can own 
stock in any bank. 

The CuarrMan. Well, you think that isa sound provision, don’t 
you ¢ 
' Mr. Hart. That is certainly a good law, and I think it should be 
in every State act. 

The Cuarrman. My attention is called to section 19 of the FDIC 
Act which interferes quite materially with States rights: 

Except with the written consent of the Corporation, no person shall serve as a 


director, officer, or employee of an insured bank who has been convicted or who is 


hereafter convicted of any criminal offense involving dishonesty or breach of 
trust. 


That is an interference with States rights. 

Mr. Haru. We lifted it in toto from a State statute. That is in 
some States that I know of. 

The Cratrman, I don’t see where it is really a violation of States 
rights to refrain from extending insurance to a bank where they per- 
mit the supervisory officials to own their stock, assuming we think 
that is a bad thing. I am not passing on the merits. I am inclined 
to think it is. 

Mr. Haru. I agree with you. I don’t think they should be allowed 
to own stock in the bank they supervise. 

The Cuarrman. But the minimum would be if they do own it, it 
be made public, I think. No one could object to that. I am not 
trying now to pass judgment on whether I should recommend or even 
vote for any of these, but trying to develop, as 1 would like you to 
develop by way of recommendations, any changes that would strength- 
en and make better our laws. 

| regard such experiences as you have had in Illinois as a great 
blow to our bank system, to our own self respect as a self-governing 
democracy. Any time this happens, it is a discreditable experience, 
and we ought to minimize them if we can. 

If there is any way to make less likely a recurrence of this sort 
of thing, I hope we can do it. 

Mr. Harv. Apropos of that, in the old days where we had dial 
assessment, a great many States required a list of the bank ownership 
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be placed with the supervisor of banks in that State. In some States 
they required quarterly, at the end of each call, the stockownership 
to be in the lobby in a frame so that anybody who walked in that 
bank could see who owned stock in the bank; and, furthermore, in 
those days you had some States at a hundred percent assessment and 
some had 200 percent assessment, and it was very necessary in order 
to levy assessments that the supervisory authorities knew who owned 
that stock or their assessment just wouldn’t work. So I have no 
objection. 

The CuatmrmMan. You stepped in, in a sense, the FDIC has, into 
the place of that double assessment they used to have. 

Mr. Haru. That is right. 

The Cuarmman. Now we ought not, because you are in it—and we 
all agree, I think, you have greatly improved the solvency of banks, 
the soundness of our system, but we ought not thereby to weaken 
this other aspect of it, and that is the responsibility to share. 

One of my questions I raised before about your assuming these ob- 
ligations too easily was that I felt that you tended, by assuming the 
total obligations under assumption, as compared with receivership, 
you tended to weaken the local responsibility for the bank in seeing 
that the bank was run exactly right, because it was quite an incen- 
tive before for stockholders to see that funny business didn’t go on in 
abank. But if the FDIC is going to assume all the liabilities, people 
tend to say, “Oh, well, you are worrying too much. They will pay it 
anyway. If so and so is being a little loose with their money, we 
needn’t bother because the FDIC will pick up the tab,” and I think 
you have almost created—you did create—the opinion that you would 
always pick it up under any circumstances. 

Mr. Hart. When the FDIC picks up the tab, the equity of the 
stockholder is wiped out. 

The Cuarrman. But he isn’t subject to the double assessment which 
he was subject to before, which you have now made unnecessary. At 
least, we think so. It used to be not only lost his investment but he 
lost twice as much, didn’t he, which was a very severe restraint 
upon the sales of stocks. 

Mr. Grwney. It certainly was. 

The Cuatrman. The fact that you are here, you have already by 
your existence created a great deal of liquidity of bank stocks, I 
would say, as a very general proposition. You have made it much 
easier for people to buy and sell stocks because they don’t have the 
same fear they, had in the days of double liability. 

We have discussed several suggestions here. I hope Mr. Coburn, as 
counsel, you are keeping count of these suggestions, and I am relying 
on you and the board to follow through on these three with your 
recommendations. 

The committee can initiate these changes, and we may initiate them— 
but we like to proceed from recommendations from the agency in- 
volved. 

I hope you will take these suggestions seriously. 

Mr. Haru. That is on the agenda now, Senator. 

Mr. Conurn. I assure you that we will, sir. 

The Cuarmman. It seems to me that in 1951 we had a lot of sugges- 
tions, but IT don’t recall that anything ever came out of it. A strange 
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thing is we have to have some kind of a scandal in our public affairs 
before anybody ever does anything about it. Maybe we will get some 
good out of this. ; 

Mr. Watiace. Mr. Chairman, I would like to ask Mr. Cox to listen 
to some testimony which Mr. Rogers and I took in Chicago and com- 
ment on it. 

This is with reference to the mortgages, the sale of the mortgages of 
the old bank to the new bank. 


Mr. Otson. I saw Slocum during that time every day or two on these mortgages 
because I felt I was doing some good for these banks, because here you give 
good mortgages and banks pay premiums to get good mortgages. So I talked to 
Mr. Harry Crosby, the president of the Belmont National Bank, and he picked 
out the mortgages he wanted. There were some right in the Belmont territory, 
and he picked up what he wanted. I talked to Mr. Louis Schorsch, of the West 
Irving Bank, and they picked up what they wanted, and I talked to Mr. Mason 
Loundry, the president of the Devon Bank, and he would take all the other 
mortgages except the three hotels. 

Mr. WaALLAcE. All at 100? 

Mr. Oxtson. One hundred cents on the dollar. So I went to Slocum and I told 
him “I think I will have all the mortgages sold. I have so many sold at the 
West Irving and the Belmont. But I am waiting to hear from Mason Loundry 
at the Devon Bank and he wants to check a little further into some of these 
mortgages’ before he commits himself.’ 

Mr. Rogers. And he said you go out and show me firm commitments? 

Mr. Otson. A firm commitment. I had a list made up of mortgages, and I 
also, so as to get it definitely from the Devon Bank direct to Slocum, I had Mr. 
Mason Loundry, I said, “Now, I am going out to see Slocum and I want you to 
call him and tell him that you will take them.” He called and talked to Slocum 
before I got there and he tells me “Mr. Mason Loundry called and I had to tell 
him the mortgages were sold.” I said, “Are they sold?” I said, ‘Who bought 
them?” He said the new bank bought them. 

When was this—in August 1953? Have you sold all the assets yet? 


Mr. Cox. We have liquidated all of the assets except one unsecured 
note. 

Mr. Wattace. This is August 1953, only about a month or two after 
the opening of the new bank, and you suddenly sell these, even though 
somebody is making an effort to get a better price for them. Now, 
would you comment on that, Mr. Cox. 

Mr. Cox. I called Mr. Slocum in some detail and he assured me that 
Mr. Olson was telling him every day “I’m going to get a firm offer at 
par for these mortgages.” But he just never came up with any firm 
offer. The best firm offer we received, other than the bid of 98, was 
approximately 9314, from an attorney in Chicago who represents 2 
life-insurance companies and has bought many mortgages from us, 
and has paid us premiums on mortgages:. But our analysis of this 
mortgage paper—rather, the conclusion which we reached was that 
we didn’t think we could possibly get 100 for this paper. 

Mr. Wautace. But you sold them in August 1953, only a month or 
two after the new bank opened. 

Mr. Cox. But in so doing we dispensed with personnel, which was 
running up considerable expense against the liquidation. We were 
able to get rid of approximately four men by doing that. 

Mr. Watxace. Let me see if I have it straight now. You wanted 
to hurry and get rid of these mortgages so you could dispense with the 
services of some four men and get along with your business. 

Mr. Cox. Yes. 

Mr. Watxace. Mr. Olson was saying that he could get par for these 
mortgages, but he did not at.the time give you any firm commitments 





86 ILLINOIS BANKING SITUATION 


to Slocum. So Mr. Slocum sold in August, and Mr, Olson, who came 
in with the firm commitments, right after they had been sold, was just 
too late. 

Mr. Cox. I don’t know that he came in with any firm commitments. 
So far as Mr. Slocum 

Mr. Watuace. But they were sold in August 1953 for 98, 

Mr. Cox. Yes, sir. 

Mr. Watxace. There is one other question I would like to ask, and 
that is of Mr. Cecil, with respect to the arrangements made over the 
physical assets. Is it my understanding that you had a legal arrange- 
ment that you could not move the new Peak out of those premises 
without 30 days’ notice or a month’s notice or a year’s notice? Was 
there any arrangement along that line? 

Mr. Cecrm. No, sir; we had no such arrangement I know of, Mr. 
Wallace. There was this letter understanding which we have ex- 
plained to you before, I believe, signed by Mr. Tefft and, I believe, 
Mr. Green, on behalf of the new bank—Mr. Tefft on behalf of the 
FDIC—under which it was agreed that appraisers would appraise 
those assets, and if the appraisers were together, they would S sold 
at the price appraised; if they were not, then the matter would be 
arbitrated. Now, that raised a question, when the sale or disposition 
of these assets by the Corporation was concerned, do we have to first 
exhaust the possibility of selling these assets to the new bank. Wheth- 
er there was a legal obligation or not, we had indicated that we would 
give them the opportunity to purchase, but always provided they 
paid the top price. 

Mr. Watxace. Well, let me ask you if you did this, Mr. Cecil. When 
you had this offer from Mr. Clark for $250,000 with a $5,000 cashier’s 
check to show good faith, he made the point that he would have to have 
possession of the property within a matter of several weeks. 

Mr. Crom. Yes, sir. 

Mr. Watiace. Why didn’t the FDIC go to the bank, to Mr. Green, 
who is chairman of the board of the bank, and say, “Now, you had 
better pay $250,000 for this physical facilities or Mr. Clark will buy 
it and you won’t have any physical facilities.” Did you do that? 

Mr. Cxecr. We met with representatives of the new bank, but at the 
time of this meeting with Clark, we were in the course of having the 
properties appraised right then and there, and Mr. Clark, to repeat, 
to go back to the record of what I said before, was encouraged to make 
us a firm offer of $250,000, and I can assure you, Mr. Wallace, if that 
had been a firm offer, I believe that Mr. Tefft would have accepted 
the same. 

Mr. Watxiace. You mean by a firm offer acceptable. As I under- 
stand it from what you said earlier, you said that it was only a firm 
offer if he could have possession in a matter of days or a matter of 
weeks. 

Mr. Crecu. That is right. 

Mr. Waxuace. And all I am saying is that you did not subject the 
new bank to the possibility of having to pay this $250,000 or be out 
on theirear. You simply said, “We won’t consider that.” 

Mr. Crom. We didn’t have an offer. I don’t mean to be argu- 
mentative, but we didn’t have an offer for $250,000. We had an offer 
for $250,000 if we could deliver immediately. Now, there were rea- 





ILLINOIS» BANKING SITUATION 87 


sons why we could not say, “Yes, we will accept that,’ because we 
didn’t have any knowledge of when we could deliver—first, because 
we could not be assured that one of the lessors would agree to the 
assignment of the lease. There was a clause in the lease—we couldn’t 
control that. We inherited that. Secondly, we could not assure pos- 
session of the property itself by having the new bank out of there, 
because the new bank could tie us up in a lawsuit, and whether they 
were right, regardless of who won, it was a lawsuit, and whether they 
were right, regardless of who won, it was a lawsuit. And we could 
not say we could take the case before the United States district court 
and from there to the court of appeals and get a final decision in a 
matter of weeks. 

Mr. Watiace. But you didn’t subject them to the possibility of a 
suit. In other words, you did not talk about this matter with the new 
bank saying that “There is a possibility that you may have to be moved 
out unless you are willing to pay $250,000.” 

Mr. Ceci. I don’t know whether this is clear in the record or not. 
If it is not, it should be. At that point in our negotiations with Mr. 
Clark he said “Well, that possibility that you would not be able to give 
delivery within a very short time, because of this lease provision of the 
requirement of the assent of the lessor, and having to get the new insti- 
tution out of the bank—that that would be a very serious question 
which I should take up with my people. I wan’t to have time to take it 
up with my people.” We said very well, that we would be happy to 
stay over in Chicago and give him that opportunity, which we did. 
We stayed over and waited for him to take it up with his people, and 
we had a second meeting. He came back to us then and said “That is a 
very serious probability you propose to me here. This offer that I 
would make to you—I don’t see how I can make it if you have to say 
you cannot guarantee me delivery within a matter of weeks.” We 
could only repeat what we told him before, that we could not make such 
a guaranty. Then he said “Well, I have got to see my attorney, and I 
will see you.” He never did anything. He dropped it. 

Mr. Waixace. At that point, it becomes a matter of policy and 
judgment. I just wanted to get it clear on the record up to that point. 

The Cuamman. Mr. Coburn, did you or Mr. Har! say that the State 
of Illinois is revising its banking code because of this experience ¢ 

Mr. Cosurn. No. They had started revising their code before this 
experience. As a matter of fact, the revision was done under a com- 
mittee appointed by Mr. Hodge, and Mr. Hintz is on the committee. 
And they are running into some embarrassment due to the fact that it 
was headed up or participated in by these gentlemen. But the draft- 
ing of the law, they did not participate in, except in generalities. 

he CHarrmMaANn. Have you examined this proposed codification ? 

Mr. Cosurn. Yes. As a matter of fact, we made a number of rec- 
ommendations. At the time it was first under consideration, Horace 
French was president of the Illimois Bankers Association. He came 
down to Washington. We spent an afternoon going over it. And 
then our Mr. Maloney went over and made a complete analysis and a 
number of suggestions, after that, at a meeting up at the Northern 
Trust Co., with Bob Barker, who is general counsel of the Northern 
Trust Co., and one of his men, who worked on it. 

The Cuareman. It is a rather interesting situation to have Mr. 
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Hintz and Mr. Hodge proposing this new revised code. I suppose it 
has emphasis upon ethical conduct. 

Mr. Cosurn. Well, it occasioned some embarrassment to the pro- 
ponents of it. 

The Cuatrman. I was given this statement, from the Illinois Bar 
Journal of June 1956. 


The spark for revision came from the regulatory authority— 


that is Mr. Hodge. 

Mr. Copurn. Yes, sir, the committee was appointed by him. 

The Caiman (reading) : 

In 1953 the auditor of public accounts was confronted with a situation of un- 
sound banking practices involving three neighborhood banks in the Chicago area. 
His efforts (ultimately successful) directed at correction thereof demonstrated 
the legal difficulty in effecting reorganization short of receivership. The legal 


deficiencies were particularly evident in working with the Federal Deposit In- 
surance Corporation. 


Mr. Cosurn. Those are the things I have been telling you about, yes, 
sir. 
The Cuarrman. You were the culprits that inspired the recodifica- 
tion of the Illinois law, were you not? 

Mr. Cosurn. Well, it was a deficiency in the law that led to the 
situation that we found ourselves. 

The CHarrMan (reading) : 

The banking fraternity was in complete accord with the auditor as to the 
need for a legislative revision of the banking law. 

Mr. Harl, you are the regulatory counterpart of Mr. Hodge in the 
Federal agency. Don’t you think you have been rather remiss in not 
bringing us some suggestions during these 3 years to improve our 
laws¢ Here Mr. Hodge has the jump on you. He is out in front on 
revision of the Illinois law, and you haven’t done anything. You are 
only thinking of doing something for Senator Robertson’s committee. 

Mr. Hart. Let me correct you a little there. I am 1 of 3 men ona 
Board of FDIC. 

The Crarman. I didn’t mean to be personal about it. I mean you 
as a representative of the Board. 

Mr. Harv. And to my knowledge, there was never any discussion 
down there in the last few years. The original law was passed in 
1934. We worked very diligently on that for some several months and 
brought up what we thought was a splendid piece of legislation. And 
I suppose anything could be improved upon. But that was a result 


of what had taken place in 16 years. 
The Cuarrman. Well, I en we were more or less agreed here 


that the position that you foun 
almost at the mercy of Mr. Hod 

Mr. Hart. As I understand it, Senator, we asked for this revision 
out in Illinois. 

The Cuarrman. You did? 

Mr. Hart. As I understand it. 

The Cuamman. This says that Mr. Hodge did. 

Mr. Hari. Well, Mr. Hodge made a statement you read this morn- 


yourself in, you as an organization, 
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ing about how he settled a lot of affairs out there. But as I remember 
it, we suggested that to Mr. Hodge. 

‘The Cuarrman. I don’t know. This article is by Mr. Rollin C. 
Huggins, attorney, Northern Trust Co., Chicago. . 

Mr. Cosurn. It- was! Mr. Huggins I had lunch with, with Mr. 
Barker. Mr. Huggins made a major contribution to the revision. 

The Cuarmrman. Well, I just think that it might help in the long run 
if every agency should assume that, its basic law is not perfect, and that 
there is always room for improvement, and from time to time should 
come along, like Mr. Hodge did, and make recommendations. 

I was interested in that article by Mr. Huggins that Mr. Hodge had 
initiated a recodification as a result of the troubles. I think that is a 
rather ironic twist to the situation. 

I do not wish to leave any impression that the revision is not all 
right. I am commas on the source of the inspiration. The revi- 
sion may be perfectly all right. I know nothing about it, 


Mr. Cospurn. It is certainly an improvement. 

The Cuarman. We will insert a memorandum of a telephone con- 
versation on the subject. 

(The memorandum referred to follows :) 


JUNE 25, 1953. 
MEMORANDUM OF TELEPHONE CONVERSATION 


The auditor of public accounts of the State of Illinois, Mr. Orville E. Hodge, 
has been contacted by telephone to discuss his recent request upon Mr. Gover 
for any suggestions the Corporation might wish to make, relative to desirable 
amendments in the Illinois Banking Code. The call was placed at the suggestion 
of Messrs. Sailor and Moroney. 

In discussing the matter with Mr. Gover, Mr. Hodge indicated that as a 
result of his experiences in the recent closing of the three Chicago banks, he 
expected to have a study made of the Illinois Code, in the light of such experi- 
ence, to see whether or not its provisions needed to be strengthened in any respect. 
He has requested the Illinois Bankers Association to form a committee to work 
with his department in this connection. Their aim is to seek legislation in 
the next session of the legislature. 

When Mr. Hodge was contacted by this office, he confirmed the above basis 
for his request upon Mr. Gover and he was told that the Corporation would be 
pleased, of course, to be of any assistance to his office in this connection and 
would cooperate fully. We then discussed the subject as follows. 

It was explained that two suggested provisions found in other State codes 
were presently recommended ‘for their consideration; i. e., (1) enabling provi- 
sions which specifically make ‘ayailable to State banks any of the benefits, privi- 
leges, rights, etc., which may.accrue to them under the Federal Deposit Insurance 
Act and other Federal banking statutes; and (2) legislation governing the 
shifting of stock control in the case of banks, with particular reference to a 
recent enactment of the Florida Legislature. 

Under point (1) above, the attention of Mr. Hodge was called to sections 152 
and 153 of chapter 4, title 5, Code of Alabama (1940), as being a helpful example 
of the above enabling statutes. These were read to him over the telephone and 
he expressed considerable interest in their provisions and volunteered the state- 
ment that if the Illinois Code had contained similar language, many of the 
doubts and difficulties which his office encountered in the above Chicago situation 
would not have arisen. A discussion then ensued during which it was pointed 
out to Mr. Hodge that the Corporation, as he would recall, never entertained 
any doubt but that an insured [Tlinois. bank could avail itself of the provisions 
of our law under which’ financial assistance, other than through receivership, 
could be granted to such a bank; but because of the very fact such doubts have 
now been expressed by the authorities of Illinois, if for no other reason, the 
auditor's office might wish to have the situation clarified by considering such 
an “enabling provision” as an amendment to the Illinois Code. His attention 
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was called to the fact that many of the other States, of course, have provisions 
similar to those cited to him from the Alabama statutes. 

At this point Mr. Hodge stated it would be helpful to his office in connection 
with the above-proposed study of possible revision of the Illinois Banking Code 
if the Corporation would furnish him with a memorandum covering our tele- 
phone conversation. He was told we would be glad to furnish such an informal 
memorandum. 

We then returned to point 2 above, and the recently enacted section 659.14 of 
the Florida Banking Code was read to him. He expressed considerable interest 
in that provision also, and stated it was particularly in point in the light of the 
maneuvers indulged in by Beutel. 

During the course of our conversation, Mr. Hodge wished to know whether we 
felt, as a result of the recent Chicago experience, any revision of the Federal 
Deposit Insurance Act itself would be helpful. He was told we felt there were 
substantial reasons why this would not be either as helpful or advisable as 
approaching the question from the standpoint of the State codes. The reasons 
stated in our letter of May 26, 1953, to Congressman Wolcott on this same subject 
were reviewed. Mr. Hodge then agreed that serious complications, constitutional 
and administrative, could be encountered in attempting Federal legislation in this 
field and he also appreciated our desire to avoid even a seeming departure from 
our historical polity of maintaining intact the dual banking system, 

The above-cited State statutes have been copied and are attached hereto. 


Joun L. CEcrIL, Counsel. 


Copies to Chairman Cook, Director Harl, Legal Division, Mr. Sailor, Mr. Tefft, 
Mr. Moroney. 


Cope oF ALABAMA (1940) 
CHAPTER 4 OF TITLE 5 


Sec. 152. “Authorization of banking institutions to enter into contracts, incur 
obligations, etc—Any banking institution now or hereafter organized under the 
laws of this state is hereby empowered, on the authority of its board of directors, 
or a majority thereof, to enter into such contracts, incur‘such obligations, and 
generally to do and perform any and all such acts and things whatsoever as may 
be necessary or appropriate in order to take advantage of any and all member- 
ships, loans, subscriptions, contracts, grants, rights, or privileges which may at 
any time be available or enure to banking institutions or to their depositors, 
creditors, stockholders, conservators, receivers, or liquidators, by virtue of those 
provisions of Section 8 of the federal banking act of 1933 (sec. 12 B of the federal 
reserve act, as amended), which established the federal deposit insurance cor- 
poration and provided for the insurance of deposits, or of any other provisions 
of that or of any other act or resolution of congress to aid, regulate, or safeguard 
banking institutions and their depositors, including any amendments of the 
same or any substitutions therefor ; also to subscribe for and acquire any stock, 
debentures, bonds, or other types of securities of the said corporation and to 
comply with the lawful regulations and requirements from time to time issued 
or made by such corporation.” 

Sec. 153. Authorization and powers of federal deposit insurance corporation.— 
The federal deposit insurance corporation created by section eight of the federal 
banking act of 1933 (section 12 B of the federal reserve act, as amended) is 
hereby authorized and empowered to be and act without bond as receiver or 
liquidator of any banking institution, the deposits in which are to any extent 
insured by said corporation, and which shall have been closed on account of 
inability to meet the demands of its depositors. The appropriate state authority, 
having the right to appoint a receiver or liquidator of a banking institution, may 
in the event of such closing tender to said corporation the appointment as receiver 
or liquidator of such banking institution, and if the corporation accepts said 
appointment, the corporation shall have and possess all the powers and privileges 
provided by the laws of this state with respect to a receiver or liquidator respec- 
tively of a banking institution, its depositors, and other creditors, and be subject 
te all the duties of such receiver or liquidator, except insofar as such powers, 
privileges, or duties are in conflict with the provisions of subsection (1) of sec- 


tion 12 B of the federal reserve act, as amended, or of any amendments of or 
substitutions therefor. 
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FiLormipA BANKING CODE 


Sec. 659.14. Acquisition of majority stock in existing bank or trust company.—tIn 
any case where a person, a group of persons, or a corporation proposes to pur- 
chase or acquire the majority of the outstanding capital stock of any state bank 
or trust company and thereby to change the control of said bank or trust company, 
such person shall first make application to the commissioner for a certificate of 
approval of such proposed change of control of said bank or trust company and 
said application shall contain the name and address of the proposed new owner 
or owners of the controlling stock and the said commissioner shall issue said 
certificate or (sic) approval only after he has become satisfied that the proposed 
new owner or owners of the controlling stock is qualified by character, experience, 
and financial responsibility to control and operate the said bank or trust company 
in a legal and proper manner, and that the interests of the stockholders, depositors, 
and creditors of the bank or trust company and the interests of the public generally 
will not be jeopardized by the proposed change in ownership and management. 

The Cuatrman. Good. Now, Mr. Tefft, the record shows that you 
and Mr. John Russell went out to Chicago sometime in April of 1953; 
is that correct ¢ 

Mr. Terrr. Yes, sir. 

The CuHatrman. Who is or was Mr. John Russell ? 

Mr. Trerrr. He was in the Legal Division and usually went out on 
transactions of this kind. 

The CuHarrman. Was he under you, Mr. Coburn ? 

Mr. Cosurn. Mr, Russell left the Corporation, by a coincidence, the 
same day that Ieame. 

The CHarrmMan. Was he in your position ? 

Mr. Cosurn. No; he was not head of the Legal Division. 

The CuarrMan. He was a member of the staff ? 

Mr. Cosurn. A member of the staff. 

The Cuamman,. Mr. Tefft, when did you first learn Mr. Russell was 
to be employed by the Elmwood Park Bank ? 

Mr. Ty erFt. He told me one morning, Senator, 2 or 3 days before 
we consummated our transaction. He said he hated to leave the FDIC, 
but he said he had to think about his family. He has five boys and 
a wife. And he said: “I have got to make more money, and that is 
the only reason I give it consideration. I have been offered a job with 
this new bank.” 

The Cuamman. When did this conversation take place ? 

Mr. Trerrr. That was about 2 or 3 days before the consummation 
of our purchase. 

The Cuarrmwan. Two or three days before the consummation of 
purchase. 

Mr. Terrr. Yes, sir. 

The Cuarrman. Can you fix the date ? 

Mr. Watiacr. May 24, 23? 

Mr. Terrr. Somewhere in there; yes. I don’t know the exact date. 
I don’t know when he received the offer. He made no further state- 
ments in regard to it. 

The Crarrman. T didn’t hear that. What did you say? 

Mr. Terrr. I said I don’t know when he received the offer. He 
made no further statements in regard to it to me. 

The Cuatrman. He went out with you when ? 

Mr. Terrr. Well, we had been there 7 weeks. 

The Cuarrman. You had been there 7 weeks ? 

Mr. Terrr. Yes, sir. 
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The Cuarrman. Had Mr. Russell participated in any of the negoti- 
ations / 

Mr. Terrr. Well, he sat in on various meetings. 

The CHairman. He was the only legal counsel representing FDIC 
there. 

Mr. Terrr. That is right. 

The Cuarrman. He sat in on meetings with you and other members 
of the bank ? 

Mr. Terrt. Sir? 

The Cuarrman. And Mr. Gover, were you there ? 

Mr. Gover. Yes, sir. 

The Cuatrman. You both were there. 

Mr. Wautace. May I ask you if it is correct to say that the primary 
responsibility, as far as the FDIC was concerned, for negotiations 
during this period, was a three-way proposition—Mr. Gover, head of 
the Chicago office; Mr. Tefft, head of the Liquidation Division; and 
Mr. John Russell from Judge Bakke’s office from the Legal Division ; is 
that correct ? 

Mr. Gover. Yes, sir. 

Mr. Cosurn. I think there were certain divisions—— 

Mr. Gover. Different authority. 

Mr. Cospurn. Responsibilities. 

Mr. Watuace. But those three were the primary people as far as 
the FDIC people were concerned. I wanted to get that, as to what 
John Russell’s responsibilities were. 

Mr. Gover. In the field. 

The Cuairman. Mr. Gover, when did you first learn that Mr. Russell 
was to be employed by the bank ? 

Mr. Gover. Not until along about the latter bt of July, after, I 
"Tee, he had already been employed by the bank. 

e CHarrMAN. Long after the time when he spoke—— 

Mr. Gover. Long after. 

Mr. Watiace- When did you learn they were considering Mr. 
Russell for this job? 

Mr. Gover. I never learned it until they had me gr him. Be- 
cause 2 men, 2 of the directors, came in there—I think this man 
Giachini was one of them, and the man connected with the building 
and loan association, and I learned about that time. 

Mr. Wautace. Are you sure that is the first you learned that he was 
being considered? As a matter of fact, weren’t you considered for 
that post? 

Mr. Gover. Yes, but that had nothing to do with-—— 

Mr. Watiace. When were you first approached as a possible-—— 

Mr. Gover. Before the bank opened. 

Mr. Wauace. Before the bank opened. When was that? 

Mr. Gover. Just a few days before it was opened. 

Mr. Wauxace. A few days before it was opened. And who was it, 
Mr. Drexler, that talked to you about it ? 

Mr. Gover. Mr. Drexler and Mr. Green. 

Mr. Watiace. They approached you with the possibility of being 
the president of the new. bank, or vice president and ultimately 
president. 

Mr. Gover. Operating head of it. 
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Mr. Wauxace. Did they mention Russell’s name if you turned it 
down ? 

Mr. Gover. No. 

Mr. Watxiace. And you never talked with Russell about the possi- 
bility that his name may be considered ? 

Mr. Gover. No, I didn’t know it. 

Mr. Wattace. You never did. 

Mr. Gover. No. 

The CuHarrman. You didn’t know it until, you said, July. 

Mr. Gover. Well, along in July these two men came in the bank. 
But evidently they had already made a deal with John 

The Cuatrman. Did they consult with you about employing Mr. 
Russell before they had ? 

Mr. Gover. They asked me about his qualifications, and I told them 
that I didn’t know too much about him, except he was a well thought 
of young attorney with the legal 

The Cuarrman. What I meant is they didn’t consult with you and 
request your approval for him to be appointed as president. 

Mr. Gover. No, sir. 

The CHatrmMan. Did they with you, Mr. Tefft? 

Mr. Terrr. No, sir. 

The Cuatrman. Did they with anybody in FDIC? 

Mr. Cosurn. To my knowledge, they did not. 

The Cuarrman. They didn’t with you, did they, Mr. Harl ? 

Mr. Hart. No, sir. 

The Cuarrman. Did any of you know about this ? 

Well, in the application, Bank of Elmwood Park—this is May 26, 
1953, this is the application for deposit insurance—one paragraph reads 
as follows, on page 3: 

Mr. John E. Sullivan, the proposed president, is to be paid a salary of $15,000 
annually. He was for many years a vice president in the old Forman National 
Bank and has since been active in politics. He is presently liquidating trustee for 
the old Chicago Surface Line from which he is said to be due some $250,000 in 
fees. Inquiry by Supervising Examiner Gover discloses that he has a satisfactory 
reputation and that he will perform satisfactorily as president. His appoint- 
ment may prove temporary, but proponents have agreed to consult a representa- 
tive of this Corporation if he is replaced. 

They did not live up to that agreement, did they ¢ 

Mr. Gover. No, sir. He was not replaced, anyway, by Mr. Russell. 
Russell went there, as IT recall, about August 1, and was not elected 
president until the following January meeting. 

Mr. Conurn. In other words, Mr. Russell served at the same time 
Mr. Sullivan was serving as president, for a period of time. 

The Cuarman. He succeeded him. 

Mr. Cosurn. Well, Mr. Russell went in in August, as vice president, 
Mr. Sullivan as president. And then in the following stockholders’ 
meeting in January, John was elected president and Mr. Sullivan re- 
tired as president. 

The Cuarrman. If this paragraph means anything, it means that the 
Corporation, the FDIC, would be consulted about the successor to Mr. 
Sullivan, I would think. 

Mr. Gover. We were not. 

The CuatrmMan. During this period of negotiation, Mr. Tefft, did 
you observe Mr. Russell’s activities carefully ? 

83551—56—pt. 1——7 





94 ILLINOIS BANKING SITUATION 


Mr. Terrr. Yes, I saw quite a bit of him. We lived at the same 
hotel. 

The Cuairman. Were you generally in agreement, you and Mr. Rus- 
sell, as you pursued the negotiations, on what should be done # 

Mr. Trerrr. Well, most of his was perfunctory legal matters to carry 
out the provisions of the application. 

The Carman. Was there ever any difference about procedure or 
any other matter in the negotiations between you and Mr. Russell ? 

Mr. Terrr. No, sir. 

The Cuarrman. Mr. Gover, did you ever have any difference with 
Mr. Russell as to what was the right thing to be done in any particular 
instance. 

Mr. Gover. None that I recall, Senator. 

The Cuarmman. You never had any disagreement with Mr, Russell 
over what the capital should be, for example, as a point. 

Mr. Gover. Well, no. As a matter of fact, Mr. Russell, in his 
capacity, did not have anything to do with the capital, no more than 
I had to do with the legal affairs. 

The Cuarrman. He didn’t bring any pressure on you to lower the 
amount of capital required ¢ 

Mr. Gover. No, sir. 

The Cuarrman. Mr. Tefft, did you know that Mr. Gover had ever 
been offered a position with this new bank ? 

Mr. Terrr. I think he told me that he had. But it was just in 
passing. I didn’t pay much attention to it. I know he didn’t want it. 

The CuatrmMan. You knew he didn’t want it? 

Mr. Terrr. At least that was the inference. 

The Cuarrman. How did you know he didn’t want it? 

Mr. Terrr. Well, he didn’t take it. 

The Cuarrman. Mr. Gover, you were offered a job in the new Elm- 
wood Bank ; were you not? 

Mr. Gover. Both Mr. Drexler and Governor Green talked to me 
about it, and I told them that I could not consider it because of the 
controversies we had had with Beutel and the old bank. 

The Cuamman. With Beutel. 

Mr. Gover. Yes. 

The CHatrrman. Was that the only reason why you would not 
consider it? 

Mr. Gover. Yes. Well, it was the principal reason. I can’t think 
of any other important reason. 

The Cuarrman. Did you tell Mr. Russell that you had been offered 
this job and turned it down, and that he might be offered the job? 

Mr. Gover. No, sir. 

Mr. Watxace. Mr. Chairman, I don’t think we are trying to catch 
anyone, and to make sure that Mr. Gover is certain, since he is under 
oath, I think it is only fair that we read him some testimony from 
Mr. Russell in that regard. We were talking with Mr. Russell. in 
Chicago, and we said, “Did you ever discuss the possibility of your 
going to the bank with Gover?” 


Mr. Russe.i. Yes, I did. There had been some mention, Lloyd Drexler had 
some conversation with me to the effect that some members of the board had 


been impressed by me and that they were casting about for a potential president. 
Question. When was this 
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Mr. Russect. It was in the very late stages. , 

Question. Did Drexler say anything to you about it before Gover did? 

Mr. Russet. No. I talked with Gene about it. I think Gene said it to me. 

The Cuarmman. For the record, are you Gene? 

Mr. Gover. Yes. 

Mr. Wauwace (reading) : 

That there had been some discussion with him about him coming to the bank. 
He was up in the Beldon-Stratford one night. He said, ‘Now, there may be a 
possibility that they are giving consideration to you.” And I said to Gene, “Do 
you think I would consider it?” And Gene said he had been approached to take 
the job and he said he didn’t want it. 

Mr. Wattace. When was this that you talked with Gover at the Beldon-Strat- 
ford Hotel? 

Mr. Russetx. Right before I left. 

Mr. Gover. Well, now, the statement there, the quoted statement, 
there might have been some possibility—I could have made such a 
statement as that without any foundation of fact, because I knew 
they were looking for a president of the bank. But 

Mr. Wattace. He assumed you were approached. Did you tell 
Russell you had been approached by Green and Drexler? 

Mr. Gover. I think so. 

Mr. Wat.ace. But actually they had not approached you. 

Mr. Gover. Yes. 

Mr. Watxace. But. you said a while ago—— 

The Cuarrman. He said they had approached him. 

Mr. Gover. Me. 

The CHarrman. But he didn’t know anything about Russell. 

Mr. Wattace. You were surmising that. 

Mr. Gover. Call it. surmising.. I knew they were looking for a 
president... And John Russell seemed to get along well with all the 
details during the negotiations. 

Mr. Watuace. Were he and Hodge close friends—John Russell and 
Hodge? 

Mr Gover. Well, subsequent events have indicated they were bet- 
ter friends than I thought they were at that time. 

Mr. Wastace. On behalf of the FDIC, there were you and Mr. Tefft 
and Mr. Russell. Were you ever entertained at the Drake Hotel by 
Hodge? 

Mr. Gover. Not in his apartment. The only time that I was ever 
entertained by Hodge was at the National Association of Bank Super- 
visors last year. 

Mr. Watrace. That was the only occasion that you were ever with 
Tlodge in the Drake Hotel ? 

Mr. Gover. That is correct. 

Mr. Wattacr. Isthat true of you, too, Mr. Tefft ? 

Mr. Terrr. That is true, except one day we all walked across the 
street. from Hodge’s office in the Bismarck Hotel—Mr. John Bishop 
was with us, and John Russell—I don’t think Mr. Gover was there. 
And wehadadrink. Thats the only entertainment he ever gave me— 
beside telling a story or two. 

Mr. Gover. Oh—back to me—I was on this banking committee 
along with Ed Hintz and soca and there were about 40 or 50 of us, 
when we made a'trip to Springfield. We were invited out to his home 
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after the bill had been signed by the Governor. Now, if you want to 
call that—the entire committee were out there. 

Mr. Waxiace. Well, I was just trying to establish—the Chicago 
Tribune for yesterday has a story in which it states that once Hodge 
brought a group of men to the Bonita Lilly Studio, and then they 
say this is the late spring of 1953—presumably that was in the midst 
of the Elmwood Park Bank reorganization. I was just wondering if 
the FDIC was a part of that. 


Mr. Gover. I never saw Bonita. 


The Cuarrman. Mr. Gover, do you know anything about a loan 
from Mr. Hodge to Mr. Russell of $2,000 ? 


Mr. Gover. Not until I read it in the paper. 


The Cuarrman. You didn’t have any thought of it at that time. 
Did you, Mr. Tefft ? 


Mr. Terrr. No, sir. The first time I heard of it was in the Chicago 
Tribune. 


Mr. Cosurn. We have canvassed the Corporation, and nobody in 


the Washington office who participated in the negotiations knew 
about it. 


The Cuarrman. No one else in the FDIC has had any loan from 
Mr. Hodge? 


Mr. Cosurn. Not to my knowledge. I can only speak personally. 

The Cuamman. Now, I direct your attention—a copy of this was 
sent to Director Cook. This is a memorandum from Mr. John H. 
Russell, counsel, directed to Judge Norris C. Bakke, associate general 
counsel of the FDIC, April 22, 1953. I won’t read it all, but it can 
be put in the record. 


(The material referred to follows :) 


ApriL 22, 1953. 
Re First State Bank of Elmwood Park, Elmwood Park, IIL, Devon-North Town 
State Bank, Chicago, IIL 
Judge Norris C. BAKKE, 
Associate General Counsel, 
Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Jupce: In connection with our letter of Saturday, April 18, as you know, 
the Devon-North Town State Bank program failed of completion because while 
Mr. Clarence Beutel received the $600,000 loan commitment he apparently had 
ne eonerete arrangement with Bankers Discount te purchase the additional 
$310,000 of discount paper required. Since Monday and through 5:30 today 
the auditor of public accounts has been in intermittent conferences with repre- 
resentatives of Bankers Discount and purportedly interested finance companies 
looking to a rehabilitation of Bankers Discount and a removal of the discount 
paper held by the two captioned banks. ; 

At about 4:45 p. m. I talked to Mr. Sorenson, one of the deputy auditors and 
they were then in a simultaneous conference with three groups interested in 
taking over the Bankers Diseount by merger or otherwise and removing the 
paper. He advised me, however, that the proposed rehabilitation programs were 
so surrounded by conditions that it did not appear any expeditious plan could 
be worked out. The auditor’s office today asked us whether if the bank were 
placed in receivership and the corporation was appointed receiver (subject, 
however, to the condition that the attorney would either be appointed by the 
auditor directly or appointed by us with the auditor’s recommendation) we 
would have the power under our act to pay off the depositors in full. I advised 
the auditor that it was my view that the Corporation would not have such power 
under our section 18 (e) and while I did not so advise the auditor’s office, I 
am not at all impressed with the idea of our accepting appointment as receiver 
subject to the foregoing condition regarding the appointment of an attorney. 

We contemplate conferring with the auditor’s office tomorrow morning at 
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which time I am hopeful that a more definite program can be developed looking 
toward the filing of an application by the present directors of the two banks 
pursuant to section 13 (e). There is serious question whether the present 
directors will file such an application as Henry Beutel is still a director and 
controls the majority of the other directors and the consensus is that they would 
refuse to file the application notwithstanding the effect of their action upon the 
uninsured depositors of the bank. It is my thought that if after contacting the 
directors of the two banks and discussing the matter with them, they refuse to 
file the application, we would be warranted in authorizing the extension of 
financial aid upon the submission of an application by the holders of more than 
two-thirds of the outstanding stock. This under the theory that the existing 
directors have in effect abandoned the bank or refused to take the type of action 
which is in the best interests of its stockholders and depositors ; thus empowering 
the stockholders to act on their own behalf. 

I will discuss this matter with you further tomorrow afternoon following our 
conference in the auditor's office. 

We are enclosing the recent newspaper articles. The Vanderpool editorial 
which appeared in this morning’s Sun-Times is of particular interest. 

Your very truly, 
JoHN H. RussEx1, Counsel. 


The Cnamman. The third paragraph says: 


We contemplate conferring with the auditor’s office tomorrow morning at which 
time I am hopeful that a more definite program can be developed looking toward 


the filing of an application by the present directors of the two banks pursuant 
to section 13 (e). 


That shows certainly he was interested and concerned about this 
matter of assumption of the total liabilities, I would think. It is a 
jegal matter as to whether or not the FDIC should follow one course or 
the other. 


Mr. Cosurn. Senator, he was up in Chicago. He participated in 


the conferences and probably prepared a memorandum as a result of 
participating jointly with the other men. 

The Cuairman. Don’t you think it is a rather questionable practice 
to have a man representing the Government as counsel at the same time 
being offered a job with the subject institution that is under considera- 
tion? Don’t you think that it is a questionable practice ? 

Mr. Cosurn. I think it can well lead to abuse. In this particular 
case, we are convinced that it was not abused. But I think it can well 
be abused, yes, sir. 

The Cuarmman. Well, the proof of these things is often very difficult. 
Now, Mr. Gover’s reaction, for which he stated a reason, but he didn’t 
say it was the only one, was that this is not quite cricket. Here he is 
representing the FDIC, trying to get up a matter. At the same time, 
he is to consider employment by the other side, so to speak. Because 
these are all controversial questions. The matter of the amount of 
capital is a controversial question. The question of whether or not 
FDIC should in its good judgment assume all the obligations of the 
bank or only those insured is a matter under consideration. Don’t you 
yourself feel that this is a bad practice? 

Mr. Copurn. Yes and no. Lt me say this, though—that Mr. Rus- 
sell, while he was there, and while he did give the Board his reactions as 
indicated in this memo and others, had a minor responsibility so far 
as 9 amount of capital was concerned and the action that the Board 
took. 

The Cuamman. Weil, I don’t know how you evaluate a person’s 
influence. 

Mr. Cosvurn. Well, it is difficult. 
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The Cuarrman. That coupled with the fact that in every contro- 
versy apparently the FDIC gave way to the position of Mr. Hodge 
doesn’t make a very convincing picture, does it ! 

Mr. Cosurn. Well, I sort of would like to challenge the fact that we 
gave way in every particular instance, because I don’t think we did. 

The Cuamman. You didn’t get your way. 

Mr. Cosurn. Well, Hodge wanted to put in a receivership and pay 
out the hundred percent. That was his main idea to start out with. 
He did not succeed. 

The Cuatrman. But you paid the hundred percent. That’s the 
main thing. That is what he really wanted, isn’t it 

Mr. Cosurn. Well, I don’t know. 

The Caarrman. That is what he brags about in his own release. 

Mr. Copurn. I don’t know what he wanted. At least he came down 
to Washington wanting to do a certain procedure. The Corporation 
did what it felt was rigt from time to time, and if it coincided 

The Cuamman. This is a familiar problem. We have had it in all 
administrations at one time or another, this question of conflict of in- 
terest. And I think it is a very important one. The least we can 
can expect of our public employees is that they give their best efforts 
to their own employer, not to the opposing one. 

Mr. Cosurn. I am for it 100 percent. 

The Cuamman. I think it is very questionable. What do you think 
about this, Mr. Harl? 

Mr. Hart. I think you are absolutely right. 

The Cuamman. Are you considering any restrictions upon em- 
ployment of people in Mr. Russell’s place by the subject of their inves- 
tigation ? 

Mr. Haru. Yes, we have discussed that. 

The CHarrman. What do you think about it? 

Mr. Hart. We have put it into our agenda. As in Internal Rev- 
enue, I believe there is a 2-year period. Insofar as the Directors of 
this Corporation are concerned, we cannot accept employment from 
a bank until we have served our term, or have resigned and are out 
for 2 years. 

The CHarrman. Mr. Harl, this particular incident happened 3 
years ago. You say you put it on your agenda.’ When did you put 
it on your agenda ? 

Mr. Hart. On this recodification, in the last week or two. 

The Cuarmman. The last week or two—just in anticipation of these 
hearings? 

Mr. Haru. Oh, no. I didn’t know anything about this hearing until 
a few days ago. Mr. Greensides came up and told me casually there 
was going to be a hearing up here. In fact—— 

The Cuarraan. Told you casually? How does he ordinarily tell 
you? 

Mr. Harv. Ordinarily we get a memo or a letter. 

The Cuarrman. Why were you so casual about this hearing? 

Mr. Greenstpes. Well, Mr. Yingling telephoned us and let’s say 
that was casual. 

Mr. Watxace. Did you takenote when the committee passed a res- 
olution on July 27 that we were going to investigate this situation 


with special emphasis on the FDIC’s role? 
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Mr. Conurn. We knew that, but we thought you were all through. 

Mr. Watuiace. You didn’t know we were going to hold any hear- 
ings ¢ 

Mr. Cosurn. We thought you were all through with it before. 

The CHairman. I suppose that this comes to every Government 
agency sooner or later. Maybe you are fortunate in not having had it 
before. But I think this is a very serious matter, to find yourself 
with 1 of your 3 principals employed by your antagonist, because these 
are in a sense antagonists. There are the decisions about the matters 
we have already discussed, the differences of opinion between Mr. 
Gover and Mr. Hodge over various matters, between the FDIC and 
the other authorities. I think it is a very serious matter in conflict 
of interest. 

Mr. Cosurn. I think this is the only instance in which a member of 
the Legal Division has gone into a bank. 

The Cuamman. Is it? Iam glad to know that. 

Mr. Cosurn. Of the Legal Division. 

The CuarrMan. Have others? 

Mr. Cosurn. Well, now, in the Examination Division, there is a 
real problem to know what to do, because we have considered it. As 
you may or may not know, many of our best bankers in the country 
have gotten their background experience with the supervisors, both 
the Controller’s Office, the Federal and the State supervisors. And 
to know just what the restrictions if any should be—we have not 
reached a complete unanimity amongst ourselves as to proper restric- 
tions. 

The Cuamman. Are you pursuing the question seriously at all? 

Mr. Copurn. Yes, sir; we are. 

The Cuatmman. You have had 3 years to consider it from this in- 
cident. Have there been other incidents, too ? 

Mr. Cosurn. As a matter of fact, the Corporation considered this 
just like the committee has. I mean the committee was familiar with 
this purchase transaction, and until something happened, nobody 
vets excited about it. We didn’t think there was anything wrong 
about Mr. Russell’s leaving. And in this particular instance, I don’t 
think there was anything improper about it. But I will agree with 
you that it isa matter that can be abused. 

The Cuairman. What is really improper is having him under the 
influence of an offer, representing the FDIC, which he apparently did 
for a time at least. This offer had been made, he told Mr. Tefft, for 
some time before the actual conclusion of this, is that correct? 

Mr. Terrr. That is right. 

The Cuarmman. And here he is representing you. Did he reveal 
that he had the offer to the FDIC down here? Did he notify Mr. 
Harl or the Board that he had an offer to go with these people? 
Apparently he did not. Mr. Gover didn’t know it, and he was there 
on the seene. 

I think that if he is going to accept, the least he could have done is 
told you about it, and say “I have been offered this.” I don’t like 
that suspicion that he is not giving his best judgment to the FDIC. . 

Mr. Cosurn. I a with that. 

The Cuatrman. Now, Mr. Ireland.became president of the South- 
mor, didn’t he, having just examined it? 
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Mr. Cozurn. No, he had not examined it for 3 years. 

The CuatrMan. Was he in the examining end of it? 

Mr. Copurn. He was an examiner, but he did not examine this bank 
for 3 years. And I think the circumstances—— 

The Cuarrman. Are they different? 

Mr. Copurn. Yes, sir, substantially different. 

The Cuairman. I certainly think that is one thing that the com- 
mittee is concerned about and wants to be advised about the restric- 
tions. I realize there is a problem. I wouldn’t want just to make a 
blanket prohibition that anyone who ever worked for the FDIC 
could not work for a bank, of course. But when people are engaged 
on a particular matter, that is a very different thing. That comes 
very close to undue influence, if not worse, don’t you think? I think 
he ended up with a job paying 50 percent more than he had. Now, 
I grant that maybe the Government does not. pay enough. But that 
is a matter which we could consider in another connection. 

Mr. Cozurn. I fully understand and appreciate it. 

The Cuarrman. And as you have already pointed out, the Internal 
Revenue and other regulatory agencies have restrictions upon im- 
mediate transfer from the Government to private industry. 

Do you have any regulations at all with regard to employees? 

Mr. Cosurn. No, sir, other than the statute, in the act, a restriction 
on the Board members serving any bank. 

The Cuatrman. That is a restriction for 2 years—they shall not 
hold any employment in an insured bank. 

Mr. Cosurn. That is only applicable if they do not serve out that 
full term of office. 

Mr. Gipnry. That is applicable to the comptroller even though he 
has served out his full term. 

The Cuamman. As we know, in many cases the man in the field 
often is in a position to be of greater influence than the Board member 
in certain circumstances, in the way of recommendations. We know 
that boards have a tendency to carry out the recommendation of 
their field people, and so on. 

There is a section 284 of the Criminal Laws, title 18 of the United 
States Code, “Disqualifying former Government officers and employees 
in matters connected with their former duties.” Are you familiar 
with that, Mr. Coburn ? 

Mr. Cozurn. Not directly. 

The Cuarrman. Mr. Coburn, are you familiar with Attorney Gen- 
eral Brownell’s memorandum No. 40 of October 27, 1953, which 
contains the following statement : 


Accordingly, it is the position of the Department that the statute, title 158, 
United States Code, section 284, prohibits any former employee of the Federal 
Government for a period of 2 years after leaving Government service from 
representing any nongovernmental interest in any matter whatsoever involving 
any subject matter directly connected with which such person was so employed 
or performed a duty in which the United States is interested directly or indirectly, 
whether as a party or as an enforcement agent or otherwise. 


Mr. Cosurn. Mr. Russell was not in any adversary action as far 
as the Corporation was concerned. The bank was in operation and 
he was an officer of the bank. The bank was not then under citation. 
There was no adversary proceeding. I do not think that that par- 
ticular memorandum would be applicable to Mr. Russell. 
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The Cuatrman. The statement does not require an adversary pro- 
ceeding necessarily at all. 

Mr. Cosurn. Well, he was just 

The Cuatrman. It says from representing any nongovernmental 
interest in any matter whatsoever. 

Mr. Copurn. Well, he was an officer of the bank, not counsel for 
the bank, at the time. 

The Cuatrman. Don’t you think Mr. Russell, in his position as 
president of the Elmwood Park Bank, would have any occasion to 
deal with the FDIC within 2 years after he left ? 

Mr. Copurn. I am not sure that it would come under that, no, sir. 

The Cuatrman. How about the real-estate mortgages that we men- 
tioned a while ago. You took them over. And you sold them back 
to the bank. Mr. Russell was representing the bank then. 

Of course, it isn’t only anything as crude as any violation of normal 
criminal laws. It is the influence that people have with their old pals 
and all that which this statement here is intended to cover, I think. 
it doesn’t necessarily mean formal antagonistic relationship, that is, 
adversary in a lawsuit or that type of thing. He says here in any 
matter whatsoever involving any subject matter directly connected 
with which such person was so employed or performed a duty in which 
the United States was interested, directly or indirectly, whether as 
« party, as an enforcement agency or otherwise, That is very broad. 

You are not going to be less sensitive about this than the Attorney 
General, are you? 

I think it isa very serious matter. It is one of the things that recurs 
constantly throughout our history. It has been a little worse, it seems 
to me, some times than others, of course, and we get very embarrassing 
situations, embarrassing to the Government and to democracy as a 
whole. I think it is a very important matter. 

He did have things to deal with you where the interests of the 
bank were different from the FDIC. On the price of those mort- 
gages—every dollar meant hundreds of dollars to the bank on the 
price. 

Mr. Conurn. That is right. That was a negotiation with the bank. 

The Cuarrman. You are familiar with the Federal bribery statutes, 
title 18, United States Code, sections 201-202, which prohibit the offer 
or receipt of money or anything of value to an official with intent to 
influence his decision on any matter he is handling. If you come 
around and say “I would like to give you a job that pays 50 percent 
more than you are getting,” it is very close to that, isn’t it? 

Mr. Cosurn. I don’t think this. 

The CHarrMan. What is a thing of value, if it isn’t much better 
pay. I think better salaries are considered a thing of value. © 

Mr. Cosurn. Yes, but that was not a bribe for any particular act 
or series of acts on his part. 

The Caamman. What? 

Mr. Copurn. That was not a job offered him if he took, or because 
he took, certain specific action. Here was Mr. Russell. 

The Cuamman, How do you know that? How did you know he 
would not have been in favor of receivership with the FDIC payin, 
just its insured amount if he hadn’t thought, “Well, now, if I pull 
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this off properly and get it all settled, then I can be president of the 
bank.” 

Mr. Conurn. But Mr. Russell was not in a position to do that. 

The Cuamman. He wrote a memorandum to the general counsel 
bearing on the subject. He was one of your three principal men— 
Mr. Tefft, Mr. Gover, and Mr. Russell. 

Mr. Cosurn. Yes, sir. 

The CHarmman. He passed judgment on the legal aspects of it. 
whether or not it was in the law. And some of them are close ques- 
tions. 

Mr. Cosurn. Yes. But those were resolved in the Washington 
office. 

The Cuarrman. I know they are ultimately resolved there. But 
you see, you play it both ways. I asked Mr. Harl a question and he 
said that was for the field, they make the recommendation and he 
takes it. Then I ask you about the field and you say that is for the 
Board. You cannot pass it back and forth indefinitely. He was right 
there. He was representing the Board. Mr. Harl made it clear that 
the Board relies to a great extent on recommendations of the men in 
the field. 

Mr. Cosurn. I cannot quarrel with that. 

The Cuarrman. I think that you take this much too lightly. You 
are dealing with the public’s money. These are matters that are ex- 
tremely important, it seems to me, to the general health of our economy 
and of our democracy. 

If you just say he didn’t do it-—that is difficult to prove. We can- 
not rely on that. We have to rely upon the appearances of it. Here 
is a man working for the FDIC offered a job at a much higher salary. 
J think you will have to agree we ought to do something about that. 

Mr. Cosurn. I won’t quarrel about doing something about it. 

The CuarrmMan. I am reminded here of canon 36, the Canon of Pro- 
fessional Ethics of the American Bar Association. Mr. Russell was a 
member of the bar. 


A lawyer having once held public office or having been in the public employ 
should not after his retirement accept employment in connection with any matter 
which he has investigated or passed upon while he is in such office or employ. 

That is very close to it. He had investigated it. 

Mr. Cosurn. Yes, Senator. But that again indicates a case where 
someone had switched sides on a case. I do not believe that is appli- 
cable here. 

The Cuatrman. The United States Code has a flat prohibition on 
bank examiners taking loans from banks which he examines or has 
authority to examine. You cannot even take a loan from a bank you 
examine, can you ? 

Mr. Giwnery. No, sir. 

The Cuarrman. Of course, you don’t need one. 

If I understand you seeseell , you agree something ought to be done 
about it. You do, too, Mr. Harl? 

Mr. Haru. Yes, sir. 

The CuammaNn. My attention is drawn to Mr. Russell’s testimony 
in Chicago, page 107. 

Mr. Russet. I had no qualms, particularly because it was the policy of the 
Corporation to encourage it. 
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Mr. Rocers. Encourage it? Oh, it was? 

Mr. Russe... It is in the written record and speeches have been made on the 
subject. 

Does the FDIC encourage this practice ? 

Mr. Cosurn. I have never heard of it being encouraged. 

Mr. Hart. I have never encouraged it. 

The CHarrman. You don’t make speeches encouraging your em- 
ployees to take employment with banks ‘ 

Mr. Haru. Not tomy knowledge. I can ask Mr. Gidney if he makes 
them in the Comptroller’s Office. 

Mr. Gipney. On that particular point, I think it should be noted 
that we just heard that Mr. Tefft heard of this before the thing was 
closed. All we could learn around the office was that the first they 
heard of it was about the 1st of July, and I think a record here shows 
June 30. So the Corporation didn’t know about it, and the Corpora- 
tion, if it had been set up in the proposal, these proposed officers, they 
would not have approved it, I am quite certain of that. But Mr. 
Russell’s conscience was a little easier than perhaps some other peo- 
ple’s would have been, notably, Mr. Gover’s, 

The CuarrMan. Mr. Gover didn’t seem to be tempted by it. I think 
he sensed that it wasn’t the thing todo. I would interpret his answer 
to mean that. 

Mr. Gipney. I think it should be stated that it was an impropriety 
certainly on Russell’s part. 

The Cuarrman, If I may summarize that aspect, it seems clear that 
the practice of a bank offering a job at a substantial salary increase to 
an FDIC employee working closely with the bank as an examiner, as 
liquidator or in some similar capacity is fraught with danger. It 
raises both problems involved in selling the employee’s inside know]l- 
edge of a situation to the detriment of the Government, and even more 
serious problems involved in influencing the employee’s judgment 
while he is still in a Government position. 

I think that it is surprising that the FDIC has not issued any regu- 
lations on the subject. It is my understanding that the FDIC will 
proceed to make recommendations in the very near future to this 
committee. 

Mr. Haru. That is right. 

The Cuarmrman. Those are all the questions on this aspect. It is 
getting to 5 o’clock, I think we had better not venture into any other 

elds of activity. So we will recess until Tuesday morning at 10 
o’clock when we will pursue the Southmoor bank matter. 

(Whereupon, at 5 p. m., the hearing was recessed until 10 a. m., 
Tuesday, September 25, 1956.) 
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TUESDAY, SEPTEMBER 25, 1956 


Untrep States SENATE, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The committee met, pursuant to recess, in room 301, Senate Office 
Building, at 10:05 a, m., Senator J. W. Fulbright (chairman of the 
committee) presiding. 
Present : Saiatat ulbright. 


Also present: Robert A. Wallace, staff director, and Donald L. 
Rogers, counsel. 

The Cuamman. The committee will come to order. The witnesses 
for today will be those who appeared yesterday all of whom were 


sworn. 

They will be Maple T. Harl, Edward H. De Hority, Eugene R, 
Gover, Ray M. Gidney, Royal L. Coburn, Neil G. Greensides, Ernest 
L. Cox, John L. Cecil, and Paul Butler, accompanied by George B. 
Jackson, Division of Examination, and Leslie EL Fisher, Legal Di- 
vision, all of the Federal] Deposit Insurance Corporation. 

Before we proceed on the next subject, if I understand it correct- 
ly, Mr. Gidney, you wish the privilege of inserting a statement about 
the Elmwood Bank; is that correct ? 

Mr. Gipnery. Mr. Chairman, Senator, I think it would be well if the 
Corporation were allowed to put in a statement more carefully pre- 
pared than I can give you now. 

After all, we worked on things as they were at that time. We had 
a tough situation. We think it was worked out well. As you recall, 
the language of the statute is that if we think it will reduce risk to 
the Corporation we may make these types of transactions. 

The bank was taken out of the danger spot, the community was 
saved from the eae of a closing. We have come out well, 
in that we have all of our principal back and quite a bit of interest. 
And I think that should be put in the record in a more extended, care- 
ful way than I am giving it to you now. But since we went through 
a long and somewhat piecemeal discussion, I think that should 
drawn together. 

The Cuarrman. Well, Mr. Gidney, as far as I’m concerned, I more 
than welcome any statement particularly by the members of the Board, 
because, as you noticed the other day and in the past, we have had 
a difficulty in getting statements from members of the Board. 

ey so often are not aware of what goes on within the organiza- 
tion. . 

We welcome any statement that any member of the Board wish 
to make for this record. ‘ 
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Mr. Gipney. I should like to disclaim that “not being aware of what 
goes on,” because I think I am sufficiently aware to pass on these 
things. 

The CHarrman. We certainly will welcome any statement that 
will clarify the situation. 

Mr. Gwnery. Yes. Mr. Counsel, would you undertake to have that 
prepared ? 

Mr. Copurn. We will prepare it in behalf of the Board of Di- 
rectors. 

The Cuarrman. When can we expect to receive it? 

Mr. Copnurn. This week. Before Friday. 

The Cuamman. We'll be glad to have it, and any comment, I may 
say, about the beneficial effect upon the community and upon the 
organization. We'd welcome that, because it has been my impression 
this whole affair has been a rather disappointing one. I mean the pub- 
licity accompanying the banks has, I thought, been very disturbing. 

Mr. Gipnry. Well, when it turned out that our State supervisor 
was not all we thought he was, there have been a lot of unfortunate 
things. 

The Carman, Of course, but you have to anticipate—that’s the 
reason we have these organizations—that every individual isn’t what 
we would like them to be. It’s because we know that people are likely 
to be misguided that we have these organizations to protect the pub- 
lic welfare from the—— 

Mr. Gipney. I should like to say it’s a very all-knowing organiza- 


tion but not so all-knowing that can tell when a State auditor is going © 


to turn out as Mr. Hodge has. 


The Cuarrman. In any case, we welcome any observations you care 
to make about these situations. 

Mr. Gipney. Thank you. 

(The prepared statement on behalf of the Board of Directors of the 
FDIC, referred to, follows :) 


STATEMENT OF THE MEMBERS OF THE Boarp oF DrrRectTors OF THE FepERAL Deposit 
INSURANCE CORPORATION 


The general purpose of the investigation presently being conducted by the 
committee, as stated by the chairman, is to determine whether or not the Federal 
Deposit Insurance Corporation acted with firmness and precision within its 
authorized powers in dealing with the situations presented by two Chicago banks, 
and, secondly, whether or not the power and authority of the Corporation should 
be strengthened or enlarged to deal with situations such as were presented in 
the instances of the two banks. 

At the outset of a consideration of these two issues, it must be accepted that 
the fundamental responsibility of the Federal Deposit Insurance Corporation 
is to insure the accounts of depositors and to assure the availability of deposits 
in banks closed for liquidation. The discharge of this responsibility and the 
exercise of the authority granted to the Corporation therefore, must be performed 
within the limits of a system devoted to private enterprise in banking. By this 
we mean that the primary responsibility for the conduct, management, and 
policies of insured banks is vested in, and must remain the responsibility of, 
private management, so long as their actions and practices do not jeopardize the 
depositors of the institution or the insurance risk imposed by law on the Cor- 
poration. Likewise, the Corporation must operate and function within a dual 
banking system, wherein one system of banks is organized and operated under 
and pursuant to Federal laws, while another system of banks functions under 
and pursuant to the State laws of the State wherein the banks are located. The 
primary responsibility for the supervision of banks is lodged in the chartering 
agencies; that is, the State supervisory authority in reference to State banks, 
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and the Comptroller of the Currency in reference to national banks. Im this 
division of responsibilities the Corporation finds itself as a coordinating and 
supplementary supervisory agency, primarily concerned, as heretofore stated, 
with the protection of depositors. The Federal Deposit Insurance Corporation 
does not seek, nor should it be given, power to grant or deny bank charters. By 
the same token, no chartering, supervisory, or other agency should be given the 
authority to extend or continue the deposit insurance coverage to insured banks 
under their respective jurisdictions when, in the opinion of the Corporation, the 
rights of the depositors are in jeopardy. 

At the outset, it should be firmly noted and emphatically stated that the Cor- 
poration fully and adequately discharged its prime function in reference to each 
of the two banks mentioned in the hearing. Furthermore, no depositor has suf- 
fered any loss. It is unfortunately true that the depositors in one of the banks 
were prevented by the actions of the State supervisory authority from having 
their deposits immediately available to them. This situation has resulted from 
the unique provisions of the laws of Illinois that permitted the State auditor 
to close a State bank for “investigation and audit” without time limit. Under 
the provisions of the Federal Deposit Insurance Act the insurance coverage 
provided to depositors does not mature unless and until a bank is closed “for 
liquidation.” The laws of the several States on the powers of the State bank 
supervisory authority are not uniform. In recent years the Corporation has 
experienced no problem of delay in the discharge of its insurance responsibilities, 
such as occurred in this instance. Records of the early administration of the 
Corporation indicate that a multitude of problems were then presented due to 
the lack of uniformity of laws, and the reluctance of some State authorities to 
accept the role of the Corporation in banking affairs. It is to be noted at this 
point that the Corporation’s necessary subrogation to the rights of depositors 
whose Claims have been paid by the Corporation is dependent upon the maturity 
of its insurance obligation. The Corporation has advised the committee that it 
has heretofore studied the pertinent provisions of our act, and that we will 
currently recommend to your committee amendments of the act which, in our 
opinion, will prevent a recurrence of the delays that occurred in Illinois. The 
proposed provision will assure, under all foreseeable circumstances, the immedi- 
ate payment of insured claims when a bank is closed without adequate provision 
being made for the payment of its deposit obligations. 

In this case the Corporation discharged its responsibility as promptly as pos- 
sible by rendering financial aid in a manner that enabled the new bank to assume 
the deposit obligations of the predecessor bank without the additional delays 
that would have occurred if such procedure had not been adopted. In the 
transaction the Corporation purchased certain of the wnacceptable assets of the 
bank, and through their liquidation has recovered the full amount of the prin- 
cipal of its total outlay. Thus, neither the depositors nor the Corporation has 
sustained loss. The only resulting loss that will be sustained is that which 
will fall upon the stockholders. It is, of course, unfortunate that any loss should 
oceur as a result of banking operations, but if there is to be a loss, it is proper 
that it should fall on the stockholders. The facts show that the principal 
stockholder in this bank at the time of its closing was the Bankers Discount 
Corp. It was the actions of that corporation and its officers, in collusion with 
the officers of the bank, that necessitated the closing “for investigation and audit.” 
There is pending a lawsuit against the bonding company to recover the losses 
sustained by the bank as a result of the alleged fraudulent actions of its officers 
in transactions with the Bankers Discount Corp. If judgment is obtained in this 
case, the stockholders of the closed bank will benefit therefrom. We submit 
that the facts show that the majority stockholders of the bank were responsible 
for the maladministration of the bank, and the responsibility for any ensuing 
loss must rest exclusively upon the shoulders of such majority stockholders and 
the executive officers of the bank selected by them. 

In reference to the bank that was organized and subsequently assumed the 
deposit obligations of the predecessor bank, the Board of Directors of the Cor- 
poration, after full consideration, and acting upon unanimous staff recommenda- 
tion, approved the bank for insurance. The committee has criticized te Cor- 
poration for approving the newly-organized bank for deposit insurance with 
a capital of $600,000 rather than $800,000. The fact remains that today-the 
vank, so organized and so capitalized, has since that time continuously served 
the public, and in the opening statement of the committee at this hearing it 
was stated that the committee had no knowledge concerning the present condi- 
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tion of the bank that should cause concern to its depositors. We respectfully 
submit that the newly-created bank provided a medium whereby the Corporation 
eould and did discharge its responsibilities to the depositors in the old bank, 
so that their deposits were available to them without longer delay. In addition 
it has continuously served the banking needs of the community since its 
organization. 

it should be made clear to the committee and to the public that at the time 
of the organization of the new bank there were no facts presented to the Corpo- 
ration which would even cause it to suspect that the auditor of public accounts 
of the State of Illinois had any stock interest in the bank. As we have been 
presently advised, certain minor stock interest in the bank was subscribed to 
by nominees of the auditor, but his substantial holdings herein were acquired 
at a later period of time. It is not within the power or authority of the Corpo- 
ration to prevent stockholders from transferring their stock to whomsoever they, 
please, and in the event that stockholders exercise their rights in this particular 
by transfer to nominees we believe it is unfair to criticize the Corporation for 
the actions of the State official and his associates in matters over which the 
Corporation eannot exercise authority. 

The facts before the committee establish that several groups of proponents 
for new banks indicated a willingness to organize a bank and enter into appro- 
priate arrangements for the assumption of the liabilities of the closed bank, but 
that they were insistent that any such newly organized bank be under national 
charter issued by the Comptroller of the Currency. The evidence shows that 
the State supervisor was insistent that any assuming bank be a State bank. We 
eall the committee’s attention to the fact that the very necessities of a dual 
banking system contemplate that there will be certain rivalries and competition 
between the units composing each of the systems, and even at times between the 
supervisory authorities. In the instant case, the State bank was in the asbolute 
eontrol of the State authority, and the facts indicate that he advised concerned 
parties that he would not withdraw from his control to permit the assumption 
of the deposit liabilities by a national bank. Whether or not we agree with the 
manner in which he exercised his authority, nevertheless, the authority was 
firmly vested in him by law to make that decision. 

Turning our attention now to the affairs of the second bank, it should be neted 
that, notwithstanding months of seare headlines in the Chicago papers, the bank 
continues in operation, and the committee at the outset of the hearing made a 
similar statement in reference to this bank to the effect that the bank is now 
under new management, and that it has no knowledge of anything that should 
eause its depositors any concern. We insist that this conclusion of the com- 
mittee establishes. that the Corporation has not failed in the discharge of its 
primary responsibility. It is noteworthy that the bank, despite all the publicity 
attracted to it, has demonstrated a great display of strength by steadfastly 
meeting head on withdrawals by depositors which have drained away some 
40 pereent of its deposits. This, standing alone, indicates a substantial degree 
of liquidity in the bank’s assets. We sincerely hope that under new ownership 
and new management it may rehabilitate its affairs and resume its former place 
in the banking economy in Chicago. 

The committee, as well as the newspapers, have seen fit to comment unfavorably 
to the interests of the Corporation concerning the fact which was revealed at the 
hearing that several of the fictitious State warrants were presented to the bank and 
cashed by it at the time that the examiners of the Corporation were in the course 
of their examination of the bank. Any informed banker will know that a bank 
examination will not reveal the actions of the bank management in the cashing 
of checks or warrants such as occurred in this instance unless someone or some- 
thing calls attention to the unusual character of the current transactions. We 
submit that such transactions could be carried on during the progress of an 
examination such as is customarily conducted by the several supervisory agencies 
or in the course of a complete audit of the bank. Such transactions, made in the 
usual course of business, are not likely to be scrutinized by either examiners or 
auditors except by reason of their noting suspicious circumstances. Further, the 
committee should realize that if the bank sustains loss by reason of the fraudulent 
actions of its offivers in the cashing and disbursing of the proceeds of the war- 
rants the bank is protected by a fidelity bond with limits well in excess of the 
amounts thus far revealed as being involved in the several irregular transactions. 
Thus, neither bank, the depositors, nor the Corporation has been or will be 
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seopardized by reason of the transactions. This, of course, is not intended as 
vandanias or " astitying the practices indulged in by the officials of the bank. 

During the course of the hearing the committee has leveled what we deem 
unwarranted criticism at the Corporation for not taking what it suggest to be 
prompt and decisive action in reference to the removal of officers of the bank 
who did not promptly comply with the recommendations and directions of the 
Corporation as a supervisory authority. The committee’s attention has been 
called to the fact that the Corporation’s punitive authority is limited to what 
we have referred to as a section 8 (a) proceeding, which has an its end pur- 
pose the termination of the insured status of the bank. The Corporation, through 
its reports of examination, and recommendations of examiners and supervising 
examiners, endeavors to prevent banks from engaging in unsafe and unsound 
practices. The Corporation’s recommendations are contained in reports of 
examination, and are further presented by conferences of staff members with 
bank officials. It is true that in certain instances banks and bankers have not 
chosen to follow the recommendations and directions of the Corporation as a 
supervisory agency. We, of the Corporation, do not deem it is our proper function 
to assume dictation of management of a bank. We believe the responsibility 
primarily rests in the board of directors and the officers chosen by it. The prime 
supervision of insured banks rests with the chartering supervisory agency. 
Our role, which again reveals the extent of regulation and supervision to which 
banks generally have submitted, is invoked in those extreme cases which the 
Corporation finds may exist in which the insurance risk of the Corporation is 
being jeopardized. It is only when negotiations and conferences have failed, and 
such risk to the depositors and te the Corporation exists that the Corporation 
is justified in exercising the authorities granted to it under section 8 (a) of the 
act. We submit that the Corporation’s record in both of these two banks is con- 
sistent with this overall policy and that it has acted with decision when such 
risk has been in evidence, 

During the hearings the Corporation has informed the committee that in some 
instances it has been believed that the provisions of section 8 (a), which give 
a bank 120 days to correct unsafe and unsound practices before a citation for a 
hearing, allow too much of a timelag in extreme cases. It is for this reason that 
we propose to recommend to your committee that in instances where the Board 


finds an emergency to exist and that delay would further jeopardize depositors 
and that Corporation in its insurance risk, that the Board of Directors of the 
Corporation should have the discretion to limit the correction period to not less 


than 20 days. In addition thereto, it is proposed to eliminate the requirement 
of “continued unsafe and unsound practices” by appropriate language which 
will provide that if the bank “engages in unsafe and unsound practices,” it shall 
be subject to the further provisions of the paragraph. These changes in this 
section of the act would, in the opinion of the Board, give to the Corporation addi- 
tional power and authority to function within the scope herein outlined. 

In an endeavor to comment upon all the matters suggested by the committee, 
reference is made to the resignation of one of the attorneys of the Legal Division 
of the Corporation unknown to the Board of Directors to assume an executive 
role in the newly organized bank, and, in the second instance, of a senior 
examiner resigning his post to accept the executive position in the second bank. 
We, of the Corporation, have reexamined all facts related to the first instance, 
and ean assure the committee that no advantage whatsoever was obtained by 
the bank by reason of the employment of a former Corporation employee, How- 
ever, we do agree with your chairman in his suggestion that it is not proper for 
a staff member of the Corporation to transfer his employment from the Corpora- 
tion to a bank when there are pending corrective programs or proposition of the 
bank requiring action by the Board of Directors of the Corporation. Accordingly, 
the Corporation, follows the suggestion of the chairman and will present to your 
committee legislative proposals which have as their purpose the prevention of a 
duplication of such a transfer. 

As to the second incident, it is our view that not only no wrongdoing occurred, 
but that the depositors and the Corporation alike sustained benefits from it. 
In this instance the executive management of the bank had been exhausted by 
reason of the irregular or fraudulent actions of their officers. The bank was 
under severe strain because of the adverse publicity, and was in dire need of an 
experienced banker to assume an executive role in its affairs. The examiner in 
question was recommended by the representative of the State supervisory au- 
thority. His employment was unknown to the Board, nor was its approval thereto 
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sought. We submit to the committee that his employment by the bank with its 
resultant publicity restored some degree of confidence by the public in the bank. 
He served only a short period, but during that interim sufficient confidence 


in the bank had been reestablished so that the bank resumed its normal opera- 
tions. 


In conclusion, may we again remind the committee that in the affairs of the 
two Chicago banks which presented many unusual and unsavory developments, 
the Corporation has discharged its primary functions and responsibilities. No 
depositor has lost any of his deposits. 

The Cuarrman. Do you have anything further on that, Mr. Coburn? 

Mr. Conurn. At the hearing last week the Corporation was re- 
quested to determine from the files in the West Irving State Bank 
as to whether or not Mr. Beutel had visited the office and conferred 
with any of the office personnel. 

The Cuatrman. That’s right, 

Mr. Cosurn. We find that there is a memorandum in the files dated 
March 9, 1951, which indicates that Mr. Beutel did call at the office 
and conferred with Mr. Shearer and Mr. West. 

Mr. Shearer at the time was the Acting Chief of the Division of 
Examination. Mr. Shearer died last February. And also with Mr. 
West, who was a review examiner at that time. Mr. West is present] 
in our St. Paul office. So that neither of the men that conferred wit 
Mr. Beutel at the time—and there is also a hand 

The Cuatmrman. May I ask, Mr. Coburn, since you bring that up, 
where is Mr. Beutel? Is he available for questionmg? Where is he? 

Mr. Copurn. Well, your men have questioned him. As I under- 
stand it, he was in Chicago for some time, and is now down in Florida. 

The Cuarrman. What’s he doing? Is he running a bank? 

Mr. Copurn. No. 

Mr. Gover. He’s in Miami. 

Mr. Wauiace. Mr. Chairman, he’s in Miami Beach, Fla., and is a 
hotel room clerk. 

The Cuarrman. In Miami Beach? 

Mr. Watxace. Miami Beach. 

The CuatrmMan. Not connected with any bank? Is that your infor- 
mation, Mr. Gover? : 

Mr. Gover. He’s in a hotel. I don’t know in what capacity. 

The Caarrman. What hotel? Do you know? 

Mr. Gover. No, I do not. 

The Cuatrman. Where is Mr. Cook? Is he available for question- 
ing? Do you know, Mr. Harl? ‘ 

Mr. Haru. No; I don’t know why Mr.—Mr. Cook’s wife has been 
sick I understand, 

The Cuatrman. What is it, Mr. Harl? i 

Mr. Hart. I undrstand Mr. Cook’s wife has been quite ill. I have 
only heard from Mr. Cook once in 3 weeks. ; 

The Cramman. He’s chairman of the board, isn’t he? 

Mr. Harv. That is right. 

The Cuarrman. You haven’t heard from him in 3 weeks? 

Mr. Hart. I heard from him once in 3 weeks, 

The Cuarrman. Where was he? Washington? : . 

Mr. Hart. St. Louis when he called me. He called me I think Fri- 
day morning. : fea sa ; 

The Cuatrman. Does his wife reside in St. Louis? 

Mr. Harn. I think she resides here, but she was operated on out 
there as I understand it. 


ee aan) 


an eta eedes 





ILLINOIS BANKING SITUATION 


The Cuatrman. His wife is ill? 

Mr. Harv. Yes. 

The Cuarrman. Is he himself ill? 

Mr. Hart. I couldn’t tell you, Mr. Chairman. 

The Cuarrman. Has he been ill during the last year to speak of 
that you know? 

Mr. Haru. Not to my knowledge. 

Mr. Greensipes. Senator, if I may speak-—— 

The Cuatrman. Yes. 


Mr. GREENSIDES. Mr. Cook went out to St. Louis with his wife. 
She had two operations there, and he himself had a general physical 


examination there. Mrs. Cook has just come down out of her con- 
valescent room for the first time yesterday. 


The CHarrman. I hope you'll extend the sympathies of the com- 
mittee to Mr. Cook. I didn’t know what was—— 


Mr. Greensipves. He has been in touch with the office by telephone. 
The Cuatrman. Is Mr. Sailor on terminal leave, do I understand ? 


Mr. Haru. He’s on sick leave now, I think. My information is 
secondhand. Is he on sick leave, Neil? 


Mr. Greensipes. At the moment he’s on sick leave, but it’s in termi- 
nal leave also. 


Mr. Yrneurne. I talked to Mr. Sailor by telephone, and he is under 
doctor’s care and has to take treatments every few days. 
The Cuarmrman. Do you have anything further? 


Mr. Copurn. I have given Mr. Rogers copies of these memorandums 
in reference to that for the record. 


(The memorandums referred to follow :) 


Mr. Sartor, Despite the unfavorable features I feel that we could go along on 
this case with $525,000 total capitalization. Although Mr. Gover states the 
management seemed to agree to $600,000, both Mr. Beutel and the Schorsch 
interests say they did not make such an agreement. Examiner Adkins estimated 
$5 million deposits in 3 years and $10 million in 10 years Mr. Beutel will agree 
to maintain national average. 

Mr. Beutel while president and director will own but $10,000 of stock and will 
get $600 a year salary. The Schorschs are good people. Mr. Chleboum the 
active officer is O. K. 

Mr. Beutel agrees that he will have to raise more capital at Elmwood Park. 
Said he would talk to Gene about it when he gets back. The Belmont National 


is somewhat different. He raised $75,000 when he went in and recognizes that 
he will have to do more. 


RES. 
(Nore.—This memo is in the handwriting of Russell E. Shearer, who, at the 
time of writing, was Assistant Chief, Division of Examination, FDIC.) 


Marca 9, 1951. 
Memorandum to the files. 


Federal Deposit Insurance Corporation. 
West Irvine State Bank, CHIcaGo, ILL. 


(Proposed New Bank) 


‘The recommendation of Supervising Examiner Gover on this application was 
received January 29, 1951. Mr, Gover recommended disapproval because of 
unfavorable findings with respect to management. Investigating Examiner 
Adkins reported a proposed capitalization of $525,000 finding unfavorably upon 
the factor of capital because he considered that amount inadequate. Mr. 
Gover reported discussing capital) with Messrs. Henry J. Buetel, proposed 
president, and Louis L. Schorsch, a proposed director. He stated that these 
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men indicated no particular objections to raising capital structure to $600,000, 
which in his opinion would resolve the capital factor as satisfactory. 

The application was discussed with Mr. Gover by telephone by the undersigned 
and it was agreed that approval of the application would be recommended, con- 
ditioned upon $600,000 capital structure. However, the processing of the ap- 
plication has been delayed, first because of some opposition which asked to be 
heard and later withdrew, and then at the request of the proponents who took 
exception of the required capital structure, 

Mr. Buetel called at the Washington office today and discussed the matter 
with Mr. Shearer and the undersigned at some length. The application pro- 
poses a $360,000 capital structure, consisting of 24,000 shares of $10 par value 
stock to be sold at $15. Mr. Buetel stated that the capital structure of $525,000 
shown by our investigation report, which provides for the sale of 35,000 shares 
at the same price, is a figure he indicated to Examiner Adkins would be ac- 
ceptable. However, it appears that Mr. Buetel addressed a letter to Examiner 
Adkins on December 12, 1950, after the investigation was completed, outlining 
a $450,000 capital structure. 

Mr. Buetel stated that $600,000 capital could not be raised and if that amount 
is required, the proposal will be abandoned. The principal objection to the 
amount appears to be the fact that the newly organized Park National Bank 
of Chicago was chartered with $525,000 capital and the new Union National 
Bank was chartered with $500,000 capital. He states that the proponents are 
agreeable to attempting the sale of $525,000 capital becauses the amount is com- 
parable to the structure of the aforementioned new banks. However, he states 
that the raising of even that amount is proving to be quite difficult because of 
what he described as strong and unethical opposition on the part of North- 
west National Bank, at $40 million institution which would be the nearest com- 
petitor. Mr. Buetel states that stock subscriptions have been obtained up 
to this time aggregate about $150,000 sale price, to which about $50,000 of sub- 
scriptions by the Schorsch family will be added. 

Mr. Shearer pointed out the difficulty of determining capital adequacy for new 
banks, and cited the First State Bank of Elmwood Park, in which Mr. Buetel 
has a controlling interest, as a bank which has been insured in recent years 
with what has proved to be inadequate capital. The ratio of this bank is 
3.5 percent. The ratio of Belmont National Bank, another bank controlled by 
Mr. Buetel, is 3.4 percent and this bank was chartered in 1946, the same year 
the Elmwood Park Bank opened. Mr. Shearer impressed upon Mr. Buetel the 
fact that capital at Elmwood Park would have to be increased. Mr. Buetel 
did not oppose a $600,000 capital structure for the proposed bank on the basis 
that it would not be needed for an anticipated business voluine, but objected 
to it wholly because of the reported difficulty being encountered in raising 
capital against strong opposition, and the fact that two national banks in 
Chicago have recently been chartered with about a half million dollars capital 
in each. 

Mr. Shearer advised Mr. Buetel that the case would be considered further in 
the light of his representations and that it would be referred to Mr. Sailor for 
review before the recommendation of the Examination Division would be com- 
pleted. 

It has been determined that the Union National Bank of Chicago was char- 
tered in 1950 with $500,000 capital, $300,000 common, but with an agreement 
that capital would be increased $100,000 if and when the bank’s ratio of capital 
to deposits falls below the national average. 

Rocer B. West, Senior Review Examiner. 


The Cuairman. Anything more of a preliminary nature? 

I should like now to turn the inquiry to the subject of the Southmoor 
Bank & Trust Co. This was the bank in which Orville E. Hodge, 
auditor of public accounts of the State of Illinois, cashed some $600,000 
of fictitious State warrants. 

Before going to this matter, I should like to make one thing clear 
as I did in the case of the Bank of Elmwood Park. I do not intend 
to inquire into the current status of the bank or its future prospects. 
The bank is operating under new ownership and new management, 
which I assume is satisfactory to FDIC and to the new State auditor. 
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Whatever problems the new management may have inherited from 
the old management can, I expect, be worked out with the FDIC and 
the new State auditor, and the FDIC insurance, of course, still covers 
deposits of the bank > to $10,000. 

[ wish to place in the record at this point a short statement of the 


history of the bank. It is just about a page—a brief summary of the 
pertinent facts. 


(The statement referred to follows :) 


SourHMoor BANK & Trust Co. 


History of the bank 


The Southmoor Bank of Chicago opened for business on April 16, 1946, as an 
insured nonmember State bank. The name was changed to the Southmoor Bank 
& Trust Co. on February 15, 1952, and early in 1954 it merged with the Trust 
Company of Chicago. Its place of business is at 6760 South Stony Island Avenue, 
Chicago. 

Leon Marcus was the dominant influence in the bank from the beginning and, 
with his family and friends, controlled more than 50 percent of the stock. Marcus 
has been interested and active in many phases of real estate and construction ; 
he had not had any banking experience before his association with this bank, 
The bank building is owned by Marcus and his associates and leased to the bank. 
Leon Marcus was a director, but never an officer. His brother, H. L. Marcus, was 
president from January 1947, and his son-in-law, Martin J. Rosene, was a vice 
president. Edward A. Hintz became the executive vice president and managing 
officer on April 15, 1948. 

The second examination report by the FDIC, dated August 17, 1948, indicated 
various unfavorable factors including an unusually heavy volume of classified 
assets and rated the management as fair. This report resulted in the bank being 
placed in the “Other problem” category. Because of improvement reflected by 
the next examination in August 1949, the bank was taken out of the “Other prob- 
lem” category, but the management was still rated as only fair. The bank 
required more than normal supervision during the next 4 years. 

Examination reports were made by FDIC examiners on May 18, 1953, February 
23, 1954, March 28, 1955, and November 21, 1955. These reports became increas- 
ingly critical with respect to the bank’s condition and management. By Novem- 
ber 21, 1955, the management was rated as “Unsatisfactory” and the bank was 
placed in the “Serious problem category.” 

In the period from March 26, to May 4, 1956, a special examination was con- 
ducted at the bank. The examination revealed that Leon Marcus had appar- 
ently diverted approximately $160,000 of income from commissions on construc 
tion loans from the bank’s earnings accounts into three of his own accounts, 
namely, Southmoor Securities, Inc. A (opened October 28, 1954); Southmoor 
Foundation (opened October 18, 1951); and attorney fees (opened January 10, 
1955). The bank had an independent audit made of these accounts and Leon 
Marcus paid $155,554 to the bank on June 22, 1956, without admitting any 
wrongdoing. 

The March 26 examination pointed out a number of unsafe and unsound prac- 
tices. The examiner discussed his report with the board of directors on April 
24, 1956, and on May 10, 1956, Leon Marcus resigned as a director and H. L. 
Marcus resigned from the presidency. iidward A. Hintz was elected president 
and H. L. Marcus was elected to the newly created position of chairman of the 
board. 

On May 25, 1956, Eugene Gover, supervising examiner, Chicago District of 
FDIC, recommended that the bank be cited for unsafe and unsound practices 
under the provisions of section 8 (a) of the Federal Deposit Insurance Act. 

On July 13, 1956, as a result of the investigation of State Auditor Hodge, 
Edward Hintz resigned as president and director of the Southmoor Bank. On 
the same day, the board of directors of the Southmoor Bank elected Clare T. 
lreland as executive vice president at an annual salary of $15,000. Ireland’s 
salary at the FDIC was $10,535. 

On July 23, 1956, Ireland submitted his resignation to the bank because of 
the illness of his wife and his own physical condition. On August 7, 1956, Leon 
and H. L. Mareus and their associates sold their stock (11,308 shares) to Louis 
E. Corrington. On that date, the resignation of Claire Ireland was accepted, and 
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H. L. Marcus resigned as a director. Louis Corrington was elected President 
and a member of the board. 

The Cuairman. Is it correct to say that Leon Marcus has been the 
dominant figure in this bank until the recent sale? Mr. Gover, would 
you be the best person to answer this line of questions ? 

Mr. Gover. I'll try, Senator. Yes; he has until the recent change 
of management. 

The Cuarrman. What was your information as to Mr. Leon Marcus’ 
ability and experience as a banker ? 

Mr. Gover. He freely admitted he was not a banker. He was, 
however, recognized in the Chicago area as being an expert on real 
estate. 

The Cuarrman. But even in his own estimate he wasn’t a banker. 
Is that correct? 

Mr. Gover. Yes. 

The Cuarrman. That was your view of the matter? 

Mr. Gover. Yes, sir. 

The CnHatrman. What was your information as to Mr. H. L. Mar- 
cus’ ability and experience as a banker, and who was Mr. H. L. 
Marcus? 

Mr. Gover. Mr. H. L. Mareus is a brother of Leon Marcus and is 
an attorney by profession and had had considerable knowledge of 
trust business. As to commercial banking I don’t think he knew too 
much about it. 

The Carman. What was his official position in the bank? 

Mr. Gover. When do you refer? 

The Cuarrman. Well, take just during this period. Say in 1953. 
Did Mr. H. L. Marcus have an official position in the bank? 

Mr. Gover. Position of the president of the bank. 

The Cuarrman. What was Leon Marcus? 

Mr. Gover. Director. 

The Cuarrman. And principal stockholder ? 

Mr. Gover. Yes, sir. 

The Cuatrman. And the chairman of the board of directors was 
Leon Marcus? 

Mr. Gover. I don’t believe Leon was ever chairman of the board. 

The Cuarrman. Who was chairman of the board ? 

Mr. Gover. I don’t think they had any. 

The Cuarrman. Didn’t have any? 

The first examination by the FDIC of ths Southmoor Bank was 
in when? 1947 or 1948? It was formed in 1946, wasn’t it, as a new 
bank? 

Mr. Gover. Yes. I came to Chicago the first of 1948-——— 

The Cuarmman, 1948? 

Mr. Gover. But I think that the bank was examined the latter part 
of 1948. 

The Cuarrman. Did you examine it? 

Mr. Gover. Me personally ? 

The Cuarrman. I mean your office did? 

Mr. Gover. Yes. 

The Cuamman. You were familiar with it? 

Mr. Gover. Yes. , 

The CuamrmMan. What did that first report indicate as to the bank’s 
management ? 


ee 
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Mr. Gover. It didn’t show very satisfactory condition. The man- 
agement was considered only fair by the examiner. 

The Cuatrman. Do you 4 before you the August 17, 1948 exam- 
ination, which I believe was the second ? 

Mr. Gover. That was the August 17 

The Cuarrman. Isthat the one? 

Mr. Gover. That I just gave you; yes, sir. 

The Carman. I see. What was the principal criticism of the 
bank at that time? 

Mr. Gover. An excessive amount of classified assets. 

The CuarrmMan. What isa classified asset ? 

Mr. Gover. That’s assets considered unacceptable or substandard. 

The Cuatrman. Is that 

Mr. Gover. Or perhaps doubtful or estimated as a loss by the 
examiner. 

The CuarrMan. Is it an indication of unsound banking practices by 
the management ? 

Mr. Gover. Well, not always. Generally it has considerable bear- 
ing on the management ; yes. 

The CuamrmMan. I said an “indication.” It indicates that they are 


not following what you would consider approved banking practices ? 
Is that right? 

Mr. Gover. Yes, sir. 

The Cuarrman. Otherwise you wouldn’t classify them, it would 
seem. 

Mr. Gover. That’s right. 

The Cuamman. Were these primarily real-estate loans? 

Mr. Gover. At that time, Senator, not having the examination 
report, I can’t say. 

The CuarrmMan. But the report said that the management was only 
fair? Isthat the word they used? 

Mr. Gover. Yes, sir. 

The CHatrman. Was it a problem bank? Did you place it in the 
category of a problem bank ¢ 

Mr. Gover. We did. 

The Cuatrman. Which stage of problem was it? Was it a serious 
problem or—— 

Mr. Gover. No; it was what we call an “other problem.” 

The Cuarrman. “Other problem” bank? That’s the first step? Is 
that. right? 

Mr. Gover. Yes, sir. 

The Cuarrman. Did it refer particularly to Mr. Hintz, Mr. Leon 
Marcus, or Mr. H. L. Marcus as being deficient in managerial ability ? 

Mr. Gover. I don’t have the report, but I don’t think Mr. Hintz 
came with the bank until 1948. 

The Caamman, Oh, you don’t? Didn’t we request you to have that 
ree here so you could refer to it to refresh your memory ? 

{r. Gover. I don’t—— 

Mr. Conurn. Your Honor, the examination reports under our rules 
and regulations are privileged—— 

The CaatrMan. ve what ? : 


Mr. Cosurn. Are privileged for any open bank. And while we have 
tried to cooperate with the committee in every way, for an open hear- 
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ing particularly, for a bank that is presently open, we feel the com- 
mittee should respect the privileged character. 

The Cuamman. Do you feel that it shouldn’t be brought out in open 
hearing ? 

Mr. Copurn. Yes. 

The Cuatrman. You wouldn’t object to the members of the com- 
mittee looking at it in executive session ¢ 

Mr. Cosurn. That’s right. 

The Cuarrman. All right. We don’t wish to embarrass your usual 
procedures. However, I must say that this pertains to the key matter 
of inquiry—as to whether or not the FDIC has moved properly and ex- 
peditiously as it ought to move in these cases. So that it’s a matter of 
very important significance in these hearings. 

Mr. Copurn. I 

The CuarrmMan. But I respect your request with regard to open hear- 
ings if that’s the way you feel about it. 

Mr. Copurn. Yes, sir. 

The Cxamman. This I think is a proper question: What was done 
at the time after this first report to correct the deficiencies or to bring 
this bank back out of the problem category into a sound banking condi- 
tion? Wasthere anything done? 

Mr. Gover. We conferred with the board of directors, Senator, and 
received promises that 

The Cuarrman. That what ? 

Mr. Gover (continuing). That they would attempt to correct the 
criticized conditions. 

The Cuatrman. That was in 1948? It’s standard procedure, is it 
not, after every examination, to talk the matter over with the board of 
directors ¢ 

Mr. Gover. Not every examination; no. Any examination where 
the condition is not— 

The Cuarrman. Everyone involving a problem bank? Isn’t that 
correct ? 

Mr. Gover. Yes, sir. 

The Crarrman. If there’s nothing to criticize, if everything is in 
order, then you don’t bother to talk it over with them? Is that right? 

Mr. Gover. That’s right. 

The Cuamman. But it’s standard with every problem bank to talk 
over their examination with the board ? 

Mr. Gover. Yes. 

The Cuarrman. That’s what you did here ? 

Mr. Gover. Yes, sir. 

The Cuatrman. Did the board of directors of FDIC make any com- 
ment to you or take notice of your report ? 

Mr. Gover. Well, the report was sent in to the Washington office and 
reviewed by the Division of Examination, and I think it’s customary 
on problem banks to send a copy of the review examiner’s memoran- 
dum—TI don’t know the exact distribution. Perha 

The Cratrman. Mr. Harl,do you know? Was this matter brought 
to your attention in 1948? 

Mr. Hart. The matter was brought to our attention in one of these 
memorandums like this, Senator, and in 1949, because of the work of 
the office out there, they brought it off the problem list in the August 
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1949 examination, and according to my record it didn’t become a prob- 
lem bank again until the result of examination on March 28, 1955. 

The CuHamman. Mr. Sledd, who is a review examiner I believe, in 
memorandum of June 5, 1956, states that the bank required “more than 
normal supervision in 1949, 1950, 1951, and 1952.” Is that not correct / 

Mr. Haru, If the memorandum says that. I haven’t the memo- 
randum—— 

The Cuamman. It does say that. 

Mr. Haru. I haven't the memorandum in front of me but I do 
know the bank was a problem bank in 1948. Then asa result of the ex- 
aminations it came out of the problem category and was taken off as 
a result of the August 1949 examination. And according to the in- 
formation furnished me from time to time on the examinations as a 
result—on May 26, 1955 we were advised by this memorandum that 
it was an “other problem” bank. 

The CaamrMANn. Was “not” a problem bank? 

Mr. Haru. It became a problem bank. 

The CuHarmMan. Again became? 

Mr. Haru. May 26, 1955, by Mr. Walter Vandersehuy!. 

The Cuarrman. This is Mr. Sledd, review examiner, June 5, 1956. 
This is a memorandum to the Board of Review and the Board of 
Directors. (See appendix, p. 227.) 

Mr. Haru. I think by that time we had served section 8 (a) on 
them—by that. time. 

The Cuainman. I was talking of the comment that I referred to on 
page 3: 

Because of improvement reflected by the next examination made in August 
1949, the bank was deleted from the “other problem” category but was still in 
need of mere than normal supervision during the next 4 years. 

What does he mean by that? What more than normal supervision 
did the FDIC accord the Southmoor Bank ? 

Mr. Hart. I couldn’t tell you what he meant. And Mr. Gover was 
in charge of the supervision of the bank out there. He can probably 
tell you. 

The Cuarrman. All right, Mr. Gover. 

Mr. Gover. That means more than one examination annually and 
conferences with the State department, the management, and the board 
of directors. 

The Cuamman. Does it mean more frequent examinations? 

Mr. Gover. More. 

The Cuamman. More than the usual ? 

Mr. Gover. More frequent. 

The Cuarrman. More frequent examinations ? 

Mr. Gover. Yes, Closer supervision. 

Thé Cuamman. Closer supervision? Where in a normal case you 
might examine it once a year, you would probably take a look at it 
twice a year? Is that about what you said! 

Mr. Gover. Yes. 

The Cuarmrman. Did the FDIC do anything about these reports— 
anything specifie—during this period, Mr. Harl or Mr. Gover? I 
su it would be proper for you to answer it (addressing Mr..Har]). 

r. Haru. Senator, unless a bank is regarded “other problem” or 
serious problem, they do not come to the Board. 
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The Cuatrman. They do not? 

Mr. Haru. They are considered routine banks. 

The Cuamman. I understand that the examination report by Mr. 
Clare T. Ireland made on May 18, 1953, stated that the fixed and sub- 
standard assets amounted to one-half of the capital account. Is that 
correct ? 

I think that’s correct. But, Mr. Gover, were these mostly real es- 
tate and construction loans? 

Mr. Gover. It’s my impression, Senator, without a review of the 
report, that real-estate loans were in preponderance; yes, sir. 

The Cuamman. Was this an unusually high ratio of substandard 
loans to the capital account ? 

Mr. Gover. Yes, sir. 

The Cuarrman. Did you discuss this report with Mr. Ireland, or 
did Mr. Ireland discuss it with you, Mr. Gover? 

Mr. Gover. I don’t recall discussing it personally. He filed his re- 
port with the office in the usual manner. 

The Cuareman. Did you make any recommendation to the Wash- 
ington office of FDIC regarding this bank or this report at that time? 

Mr. Gover. In 1953? 

The Cuarrman. Yes. 

Mr. Gover. No, only when calling attention to the objectionable 
features in our letter transmitting the report to the Washington office. 

The Cuamman. Mr. DeHority, I believe you review these reports 
when they come to Washington. Is that correct? 

Mr. DeHorrry. I review the problem memorandums. I do not re- 
view the reports. But back at that time—You’re talking now about 
the examination of May 18,1953? Yes, I was 

The CHatmrMan. 1953. 

Mr. DeHorrry. I came back from St. Louis in July of that year. I 
presume that I saw that report. 

The Cuairman. You did see that? It was reviewed? 

Mr. DeHorrry. I beg your pardon? 

The Cuatrreman. I didn’t understand you. 

Mr. DeHorrry. I don’t know. Isay I presume I did. I came back 
into the office from St. Louis in July of 1953. Now, if that report of 
examination was made—— 

The Carman. Was anything done about it here in Washington? 

Mr. DeHorrry. Well, I take that back. That was not a problem 
bank. At that time it was a borderline bank, and there would have 
been no reason to call that to my attention. 

The Carman. What happens to these unfavorable reports 
while 

Mr. DrHorrry. Reports are reviewed in the review sections, and 
the comments with respect to the report of the bank are made on the 
back of what we call our “96 card,” which is the card that picks up 
the figures and the statistical information. 

The CuarrMan. Were those reports brought to the attention of the 
Board of Directors of FDIC? 

Mr. DeHorrry Not unless there is a problem involved. 

Mr. Greensipes. This was not a problem bank in 1953. It would 
not come to the attention of the Board, and it would be regarded as 
within the province of the supervising examiner to handle any of the 
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situations accounted for by that examination. It wouldn’t call for 
action at the Washington level. 

Mr. DeHorrry. The reports are reviewed in the supervising exam- 
iner’s office, and his transmittal letter to Washington tells us how he 
regards the bank. In this case he regarded it as a secondary problem, 
but not an “other problem.” 

His conclusions were reviewed in our Review Section, and they 
apparently came to the same conclusion because the bank was not 
set up at that time as an inti a bank. 

The CHarrman. You called it, I believe, a “borderline” case; is 
that right? 

Mr. DeHorrry. That’s the terminology we use; yes, sir. 

The Cuarrman. Mr. Gover, can you tell us from the examination 
report there what it says about Mr. Hodge, Mr. Sorenson, and the 
State auditor’s office—their recommendations—and what you and 
Mr. Quinlan thought of them ? 

Mr. Gover. You’re still talking of the 1953? 

The CuHarrMan. Yes. May 18, 1953. 

Mr. Gover. Senator, I don’t have any record of that, sir. 

Mr. Wautacr. Mr. Gover, do you have the full examination report 
with you? 

Mr. Gover. I do not. 

Mr. Watuace. I wonder, if you couldn't get that information and 
provide it for the record of the hearings, namely, from that full report 
what was said about comments of Mr. Hodge and Mr. Sorenson. 
(See appends, P- —.) 

Mr. Gover. The 1953 report, that was by Ireland. That’s the-—— 

Mr. Watxace. That’s right. 

Mr. Gover. Yes. 

Mr. Watxace. Were these problems brought to light by Mr. Ireland 
ever discussed by him or you or anyone else with the board of directors 
of the bank? 

Mr. Gover. T have an idea there were. I don’t have a full record. 

Mr. Watxace. We know you discussed the problems with the board 
of directors ultimately. We are trying to figure out when you first 
did. Was it in 1953, as you recall it? : 

Mr. Gover. Is there anything on the back of that 96, Mr. DeHority? 

Mr. DeHorrry. Nothing about that that I can see. 

Mr. Wattacr. What is that you’re looking at, Mr. Gover ? 

Mr. Cosvurn. This is what we call 

Mr. Gover. An analysis form. 

Mr. DeHorrry. The examiner’s comments T spoke of a few minutes 
ago. 

Mr. Watxacr. If you had discussed the problems with the board of 
directors, would it appear on that sheet ? 

Mr. DeHortrry. No. 

Mr. Gover. If we wrote a memorandum it would have been a—a 
copy would have been sent to the Washington office, and they are re- 
corded on 

Mr. DeHorrry. It should be noted on there if there was one. 

Mr. Gover. There’s no comment of any discussion with Hodge or——— 

Mr. Wautace. Shall we leave it that you might have but you don’t 
recall in 1953% Might have diseussed it with the board of directors? 

Mr. Greensipes. Yes. 
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Mr. Wausace. All right. 

Mr. Gover. I might have; yes. 

The Cuarrman. Mr. Gover, on February 23, 1954, FDIC Examiner 
Quinlan made an examination which showed the fixed and substand- 
ard assets almost equal to capital. Would you consider that a serious 
deterioration of the bank’s position ? 

Mr. Gover. Yes, sir; we did. 

Mr. Wauiace. Excuse me, Mr. Chairman. I was wondering if we 
should point out the year before it had been one-half of the capital 
account and the following year it equaled the capital account. Is 
that correct? The substandard assets ¢ 

Mr. Greensipes. Almost. 

Mr. Gover. The capital exceeded the substandard assets somewhat. 

Mr. Wautace. All right. 

The Cuarrman. Mr. Gover, did Mr. Quinlan discuss this report of 
February 23, 1954, with you ? 

Mr. Gover. Ordinarily it isn’t customary, Senator, for the examiner 
to discuss the report. He merely files it with the office, and if there 
is any unusual circumstances he does. 

The Cuairman. How bad does a bank have to get before it becomes 
an “other problem” category ? 

Mr. Gover. Well, personally, I figure them an “other problem” 
whenever the fixed and substandard assets equal or.exceed the adjusted 
capital. And then whenever we have management termed unsatis- 
factory by the examiner. 

The Cuarrman. Is it significant whether the bank is making prog- 


ress up, getting better, or has been going steadily down? Does that 
have some bearing on it? 


Mr. Gover. It does, yes, sir. 

The CuatrMan. So it was certainly about to become an “other 
problem” in February 23, 1954, wasn’t it? 

Mr. Gover. It was a borderline; yes, sir. : 

The Cuamman. What had been the result of the most recent State 
examination just before the February 23, 1954, report ? 

Mr. Gover. That I don’t know. 

The CHarman. What did the—Oh, you don’t know what that 
said? Can you tell us—do you have available in your files?—what 
the St ates examination said about the bank’s condition and its man- 
agement ¢ 

Mr. Gover. We don’t get State reports—— 

The Cuamman. You do not? 

Mr. Gover. Copies of them, Senator. 

The Caarrman. Did you, Mr. Gover, or to your knowledge did Mr. 
Quinlan, discuss this situation with the State auditors’ office, either 
Mr. Hodge or Mr. Sorenson ? 

Mr. Gover. To my knowledge he didn’t. 

The Cuatrman. Did not? 

Mr. Gover. Did not. 

The Cuamman. Did you discuss or did Mr. Quinlan discuss in 1954 
your report with the bank’s management ? 

Mr. Gover. Yes, indeed. 

The Cuamman. When you sent this report to the FDIC in Wash- 
ington, did you make any recommendation for action by the FDIC? 

Mr. Gover. We called it an “other problem.” 
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The Cuatrman. That was 1954? 

Mr. Gover. 1954. By Mr, Quinlan. March—I thought you were 
getting to the next examination. 
~ The Caamman. Well, I’m still talking about February 23, 1954. 

Mr. Gover. No. No. Other than we called attention to the un- 
satisfactory features. 

The CHarrmMan. You pointed out the deterioration of the assets to 
the point where the fixed and substandard were practically equal to 
ca ital ? 

Mr. Gover. In our letter of transmittal to both the Washington 
office and State department we called attention to the unsatisfactory 
features, and we also wrote letters at the same time to the board of 
directors directing their attention to them. 

The Cuarrman. Mr. DeHority, when this report of February 23, 
1954, came to your Division in Washington, what was done about it ? 
Mr. DeHorrry. Came to who in Washington? To the Division? 

The Cuarmman. To your Division. 

Mr. DeHortry. It was reviewed in the usual course just as the pre- 
vious reports were reviewed. 

The CuHarrman. Was the board of directors advised of the deterio- 
ration of 

Mr. DeHorrry. Not unless the problem designation was given, and 
it was not as I understand it. 

The CuarrMaAn. Not unless it’s a problem? Bat if I understand it, 
under your procedure, under no circumstances do you advise the board 
unless it has been designated a problem bank / Is that right? 

Mr. DeHortry. Oh, no; that isn’t correct. 

The CHamrman. What is correct then? 

Mr. DeHorrry. Anything of significance that might involve or 
might affect the risk of the Bedpeention: That is, for example, defal- 
cation or anything of that sort that occurs in a bank that is not on the 
problem list or anything of any major consequence we try to either 
inform them in person or get out memorandums on it. 

The CxHamman. Is it a common occurrence among banks that their 
substandard and fixed assets equal their adjusted capital ¢ 

Mr. DeHorrry. No; I wouldn't say it’s common occurrence. 

The Cuarman. Do you have any banks in that condition today ? 

Mr. DeHorrry. There are banks in that condition. 

The Cuarrman. How many ? 

Mr. DeHorrry. I wouldn’t take a guess. 

The Cuarrman. About how many ? 

Mr. DeHorrry. Not very many ; no. 

The Cuarrman. Ten? 

Mr. DeHorrry. I don’t—— 

The Cuarrman. Who would know in the FDIC ? 

Mr. DeHorrry. Well, we'd have to run a tabulation. I think I can 
give you the information with t—— 

(The information referred to follows :) 


FEDERAL Deposit INSURANCE CORPORATION, 


Washington, October 1, 1956. 
Hon. Joun H. YINGLING, ; 


Banking and Currency Committee, 
United States Senate, Washington, D. C. 
Dear Mr. Yincuing: At the hearing before your committee last Tuesday on 
the Illinois banking situation (p. 282 of the transcript), the chairman requested 
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information concerning the number of banks with substandard and fixed assets 
in excess of adjusted capital account. 

A check of the Corporation’s records indicates that as of September 28, 1956, 
there were 88 insured banks, considered by the Corporation to be problem banks. 
in which the fixed and substandard assets were in excess of the adjusted capita! 
account. _A tabulation of these banks, with the excess expressed in percentages 
of average total assets for the past year, is as follows: 


teas than:3 ‘percent @0eethisnied, 201s -tue-binicenetio mes t-~ 44508 23 


Total 
Sincerely yours, 
Epwarp H. DeHortiry, 
Acting Chief, Division of Examination. 

The Crarrman. Don’t you as an ordinary procedure in your 
department—— 

Mr. DeHorrry. There aren’t very many; no, sir. 

The Cuarrman. Not very many? 

Mr. DeHorrry. No. 

The Cuatrman. What do you guess? 

Mr. DeHorrry. Well, I’d say 25 to 50 out—— 

The Cuatrman. Out of how many banks? 

Mr. DeHorrry. That is a rough guess. 

The Cuarrman. Out of how many banks? 

Mr. DeHorrry. Out of 14,000. 

The CHartrmMan. 14,000? 

Mr. DeHortry. 13,600. 

The CHatrman. It’s a very unusual circumstance that the fixed 
and substandard assets equal the adjusted capital; isn’t it ? 

Mr. DeHorrry. It’s not usual; no. 

The Cuarrman. What’s that? 

Mr. DeHorrry. It’s not usual. 

The CHarmMan. Very unusual? 

Mr. DeHorrry. Yes. 

The Cuarrman. I’m only trying to find out if there is a procedure 
within the FDIC that makes allowances for handling situations of 
this kind. 

Mr. DreHorrry. Senator, these banks that are down there are fol- 
lowed up in the field, and they are followed up in the office here, and 
I think the record will show that on three occasions this bank put in 
more capital. Now, it was’nt much—lI’ll admit that—but the thing 
was being worked on. And I don’t think anything has been said 
about that yet. 1954 they put in $50,000. In 1952, $50,000, and in 
1954, $50,000. 

The Cuarrman. I don’t understand, when you know these: facts, 
why you don’t voluntarily tell the committee about it. Why must 
I drag everything out of you?» Tell me that they have done some- 
thing. I asked you had anything been done about it, and nobody 
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seems to know. State for the record what had been done. In your 
own defense I think you ought to. What have you done? 

Mr. DeHorrry. They put in $100,000 in 1955. 

‘The Carman. In 1952 what did they do? Any year? Just tell 
us about it. AJll I’m trying to do here is not to bedevil you; I’m trying 
to get on the record everything that happened. 

Mr. DeHortry. 1 understand that, but I don’t know that we have 
been given much opportunity so far to put this in. 

The Cuarrman. I asked Mr. Gover what has been done. If it was 
brought to the attention of the board, what did you do about it? It 
would seem to me quite logical that you would voluntarily tell us 
that.they put up more capital when it was brought to their attention. 
Which means that you did do something. 

Mr. Gover. We—— 

The CuarrMan. I assume as a result of your discussion you per- 
suaded them to put up more capital. Is that right? 

Mr. Gover. We harped on them continuously for more capital and 
received it in—never what we asked for. We received $50,000 on 2 
occasions and $100,000 on another. 

The Cuamrman. That’s perfectly proper for you to tell us. I don’t 
know all about these banks. I haven’t gone over this, and there’s very 
little I know about it. All I’m trying to do is give you an opportunity 
to make the full case on the record. If there’s anything you can say 
that would indicate that the FDIC has gone about its duties efficiently, 
1 hope you’ll volunteer the information. Don’t wait for me to ask. 
I don’t know what to ask you in many cases. I didn’t know about any 
increase in capitalization. I assume it was as a result of your efforts. 

Mr. Gover. Yes, sir, it. was. 

The CuatrMan. I think it’s a significant contribution. 

Mr. Gipney. Senator, might I make one suggestion ¢ 

The Cramrman. I hope you will feel free to make one at any time. 

Mr. Guwney. Thank you. Well, this substandard—in the 1954 
examination, for instance, there was $91,700 of fixed assets. That is 
something banks have to have so that isn’t necessarily a criticism. 
Now, I think it would be helpful to the committee if you would ask 
Mr. Greensides to tell you just what this substandard asset definition 
is. 

The Cuamman. I asked Mr. Gover. 

Mr. Guwwney. I didn’t—— 

The CHamman. I don’t know what everyone here knows. I hope 
anyone who knows will tell me. 

Mr. Gipney. I would suggest you nominate Mr. Greensides to give 
you that. 

The Cuarrman. I welcome the suggestion. Mr. Greensides? 

Mr. Greensives. Senator, a substandard asset is an asset that car- 
ries an excessive credit risk, but it may be only a technical excess 
risk, and it may not be a serious reflection upon the condition of the 
bank. Maybe it’s a situation in which ordinarily management can 
correct. And we do see substandard assets move rapidly toward 
improvement. If we see the trend continuing adversely, then it grad- 
ually comes into the serious problem category, and we begin te move 
then when either the depositors’ interests are endangered or our own 
financial interest is endangered. But. until that time we work with the 
management who has put its capital at stake, and we merely try to 
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break in—break through before that capital is gone and the depositors 
are in danger. 

Mr. Gipney. Senator, that, of course, is the examiner’s opinion at 
that stage, and in this particular examination the loss item was $2,000. 
There was no “doubtful.” There was so much of this substandard. 

I have a lot of banks to look after, and we have substandard coming 
in, and that is something to write them a letter about and say, “You 
must do better, and you must hold that down.” 

They may well come back and say, “Well, that’s that examiner of 
yours.” In fact, that very often happens. And it can be that the exam- 
iner is too severe in that, or it can be that he’s too lenient. The exam- 
iners are not absolute. That’s not a complete scientific thing. So that 
you can go up and down with that factor. 

You can have a community which is having difficulties, perhaps 
a drought, and that will swell. You can have up and down by different 
factors. And it isn’t because that has swollen—doesn’t necessarily 
mean that that bank is on the road to trouble. It’s all got to be taken 
together. And we don’t at any particular moment know the thing quite 
as absolutely as your questions would imply. 

Mr. Greensipes. In the thirties we had many banks that had sub- 
standard and classified assets exceeding their capital by 10 percent, 
their liabilities, but under. 

The Carman. In the thirties you closed all banks too at one point. 

Mr. Greensives. No; after the reorganization of the banks in 1935, 
1936, and 1937 they still had a mass of slowly moving and substandard 
assets. 

The Cuatrman. Tell me what lesson we draw from that with regard 
to this bank. Were the conditions in this period comparable to the 
thirties ¢ 

Mr. Greensipes. No. That’s why presently we don’t like to see the 
volume of substandard and doubtful and loss assets exceed capital. 
We're working on them now if they get to that point. 

The Cuatrman. Were there any: 

Mr. Greenstpes. But it doesn’t necessarily mean that the bank will 
close or there is danger. 

The Cramman. Were there any conditions in this period in Chi- 
cago—I don’t know where Southmoor is. Where is it in Chicago! 

Mr. Gover. On the south side. 

The Cuatrman. South Side? Was there anything on the South 
Side, peculiar conditions, that contributed to this situation? Was the 
community very depressed—I mean as it was in the thirties? Or was 
it reasonably prosperous ? 

Mr. Greensines. We hold in this instance that it’s ineptitude of the 
management that 

The Cuarrman. That’s all I wanted to know if it was, and if this 
report was a proper assessment of the management. Was it or wasn’t 
it? 

Mr. Greensives. That why: 

The Cuarrman. Do you think it was not, Mr. Gidney ? 

Mr. Gipney. Well, I think in the light of hindsight it should have 
been more severe than it was at that time. 

Mr. Greensives. But it was receiving attention from Mr. Gover. 

The Cnarrman. Would you say that a bad report in 1954 was more 





ILLINOIS BANKING SITUATION 125 


significant than one in 1935? I mean that it would call for special 
attention, Mr. Gidney, or not? 

Mr. Gipney. Well, I haven’t any particular thought on that. 

The CuHatrman. You don’t? 

Mr. Gupney. In 1935 we had just cleaned them out, and they were 
all supposed to be clean. And 1954 is going along at a time when it 
was generally said that it took a very skillful man to make a bad loan, 
so that I should say probably in 1954 it was more significant. 

The CHarrman. You feel—I’m not sure I understood your contri- 
bution. Do you feel that we shouldn’t take too seriously an examiner’s 
report 

Mr. Gipney. No, I think you have to take it just seriously enough. 
I put that in because we havea lot of banks and a.good many of them 
show up with substandard assets, and we have to work on them, and 
we cant. turn them around in a moment. And we can’t—We believe 
our job is to keep banks good and support them and bring them 
through. An that’s a year-round job—very tough im our place, very 
tough in the FDIC, 

The CuarrMan. Do you, Mr. Gidney, regard the character and the 
experience and ability of the management as being a significant factor 
in running a bank ¢ 

Mr. Gipney. Very much so. 

The CuairMan. Do you? 

Mr. Gipnry. Very much so. The most significant factor. 

The CHarrman. The most significant ¢ 

Mr. Gupney. Yes. 

The CuAatrman. And that was the weakness in this situation pomted 
out by the examiner the second year after it got started, wasn’t it? 

Mr. Gipney. I believe there was something that indicated that. 

The Carman. That was the testimony, wasn’t it? The second 
report in 1948 pointed out weak management, didn’t it? Is that 
correct ¢ 

Mr. Gipnery. I’m not informed on that. 

The Cuatrman. That is the testimony. 

Mr. Gipney. I believe that was drawn out. 

The Cuatrman. It was only fair, I believe. 

Mr. DeHorrry. We have five ratings and “fair” is in the middle. 

Mr. Groner. His suggestion is there were five ratings and they 
were rated in the middle. 

The CHatrman. Mr. Harl, was the report of February 23, 1954, 
brought—by Mr. Quinlan—brought to the attention of the Board 
of Directors ? 

Mr. Hart. Not to my knowledge. The first knowledge I-had on 
this was May 26, 1955, as a result of the March 28, 1955, examination. 

The Caarrman. You were not Chairman of the Board at this time? 

Mr. Hart. No, sir. 

The Caarman. Mr. Cook was! 

Mr. Hart. Yes, sir; but as far as I know it wasn’t called to the 
attention of any member of the Board until May 26, 1955. 

The Cuarrman. You do not think it was a serious enough situation 
to call to the attention of the Board ? ‘ 

Mr. Haru. Well, I wouldn’t know. It was rated a problem bank 
ry a result of this examination, and that’s when we got the information, 
Senator. 
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The CHarmman, The Board didn’t in any case do anything: about 
it if it was called to their attention? Is that right? 

Mr. Harv. Yes, always—they always refer these back to the Exami- 
nation Division to clean them up. And on this report. of May 26 it 
shows a capital increase of $50,000 since the last examination and 
a promise in 3 or 4 months to add another $100,000. The active 
management—at that time Hintz came into the picture. Now, accord- 
ing to the report they sent me: 


Active management unchanged and headed by Vice President Hintz. He is 
an experienced banker but is subservient to and dominated by Mr. Marcus. This 
bank is regarded as an “other problem” bank by Supervising Examiner Gover 
and so designated in this office. A joint or field conference with the directors is 
to be arranged and we will be informed of all developments. The bank will be 
scheduled for another examination before the year’s end. 


(The report referred to follows :) 


May 26, 1955. 
Original: General files. 
Copy to: Director Harl, Mr. Sailor, Mr. DeHority, Supervising Examiner Gover, 
office files. 
Memorandum to the files, Federal Deposit Insurance Corporation. 


Sours Moor BANK AnD Trust Co., CuIcAgo, ILL. 


Other problem (formerly nonproblem) 


Examined __- Seeks och dds SUode ced Eb bake pea May 18, 1953 | Feb. 23, 1954 | Mar. 28, 1955 
Examiner Ireland Quinian 
Point rating - _- fap oes ind 4-2-+0.7-F 3—+)-1.3-F 


Cash and U. 8. Governments. 

Loans and discounts 

Total liabilities 

Book capital ($300,000 common) ! 
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! Common capital increased to $350,000 in 1954. 
2 4.1 percent. 
33.9 percent. 
43.5 percent. 
5 2.1 percent. 
* 0.6 percent. 
71.2 percent. 


The current report discloses a continuation of the adverse trend observed in 
recent years. Liberal loan policies have resulted in serious deterioration of the 
greatly expanded and disproportionate loan portfolio. Classified paper, inelud- 
ing $47,600 in the loss category, has nearly doubled. The volume is excessive 
and exceeds book capital. Specially mentioned loans and past due paper have 
increased, and numerous technical exceptions indicate a lack of reasonable care 
in processing loans. As in the past the major portion of classified lines is predi- 
cated on real-estate equities. Many loans are secured by assignments of bene- 
ficial interests in land trusts, which assignments in effect are junior liens on the 
underlying real estate. Also criticized as extremely poor practice, which could 
result in serious complications, is the bank’s method of advancing funds for con- 
struction purposes. Of loans to officers, directors and employees $58,000 is classi- 
fied substandard and $8,000 is specially mentioned. 
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Capital was increased $50,000 since last examination in fulfillment of a con- 
dition imposed by the Corporation incident to its approval of a merger with the 
Trust Company of Chicago. Funds for a $25,000 portion of the new stock were 
represented by the bank’s initial contribution to the employees pension fund. 
Mr. Leon Marcus, director and owner of the controlling stock interest has indi- 
cated that capital will be augmented, within 3 or 4 months, by selling $75,000 
par value new stock for $100,000. Such an increase, if it materializes, will do 
but little to correct the marked inadequacy of the capital structure, particn- 
larly if rapid deposit growth and poor earnings continue. Active management 
is unchanged and headed by Vice President Himtz. He is an experienced banker 
but is subservient to and dominated by Mr. Marcus. The bank is regarded as 
an “Other Problem” by Supervising Examiner Gover and is so designated in, this 
office. A joint or field conference with directors is to be arranged and we will 
be informed of all developments. The bank will be scheduled for another ex- 
amination before the year’s end. 

® Water BE. VANDERSCHUYT, Review Examiner. 

Concur: 

GerorcE B. Jackson, Review Section Chief. 


The CuamMan. What is the date of that, Mr. Har 

Mr. Haru. May 26, 1955. 

The CuarrMan. 1955? 

Mr. Haru. The chronological order here shows that there was a 
conference between State Bank Examiner Durst the—on 2d of June 
1955, and a joint conference on June 24, 1955, and a letter to! Mr. 
Marcus on July 7, 1955, and in October 1955 the sale of additional 
capital, and then the bank was examined again on November 21, 1955. 

(The letter referred to follows :) 

SouTHMoor BAnk & Trust Co., 
Chicago, Ill., July 7, 1955. 
Washington State N. — Quinlan. 
Mr. E. R. Gover, 
Supervising Examiner, 
Federal Deposit Insurance Corporation, 
Chicago, Iu. 

Dear Mr. Gover: I appreciate greatly your interest in our institution and 
the helpful suggestions and recommendations we received from your depart- 
ment and from your Mr. Adkins who met with our board together with Mr. 
Durst of the State auditor’s office. 

The situation in our real-estate department will be alleviated to a great 
extent by a working arrangement we are in the process of consummating with 
the City National Bank & Trust Company of Chicago which will make ayail- 
able funds necessary to take care of the temporary, or construction loans. In 
addition, we have outlets to dispose of the ultimate real-estate loans (all FHA 
or GI) with the Uptown Federal Savings & Loan Association of Chicago to the 
extent of $3,100,000 and the First Commereial Bank to the extent of $2,000,000. 

I realize we were somewhat over ambitious in our activities but that we are 
solving our problems and certainly have learned from this experience so that 
when we unravel this skein we shall not again become involved. 

Again, I want to thank you for your personal attention and aid you have 
rendered our bank and I know that we shall profit from your advice, We shall 
keep you informed from time to time as to the progress we are making. 

Very truly yours, 
Leon MARcUs. 


The Cuarrman. Mr. Harl, I want.to come back to that. At the mo- 
ment I was, just about to complete this line of questioning on the 
report of February 23, 1954, which we discussed. But it didn’t come 
to the Board ¢ 

Mr. Hart. No, sir. 

The Cuatrman. I notice, however, from the Federal. indictment 
of Mr. Hodge, Mr. Hintz, and. Mr..Epping ;that it was in January 
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1954 that they first began cashing warrants at the Southmoor Bank. 
Apparently that could have been the same time that the examiner 
was examining the bank. 

Mr. Hart. Senator, I’m not an examiner, but as I understand it a 
warrant is exactly like a check. Mr. Gover probably knows, and Mr. 
Greensides. As I understand it, a warrant out there is like a check, 
and people walk up to the window and they cash their checks and 
cash their warrants, and consequently I don’t think that they’d have 
any knowledge of these warrants. 

The CHatrman. The next examination report to come up to the 
one you mentioned was made on March 28, 1955. This showed that 
fixed and substandard assets exceeded capital, and the bank was 
placed in the “other problem” category. De you think, Mr. Har, 
that that indicated that the deposits were in real danger? 

Mr. Haru. No, sir, but nevertheless the record shows that the Ex- 
amination Division went right after the bank and endeavored to 
get correction. 

The Cuarman. Is that a very unusual situation to have a bank 


in the “other problem” category? Do you have many banks like 
that? 


Mr. Hart. I'd say 250. 

Mr. DeHorrry. As of June 30 of this year I think there were 291 
in the problem category. 

The CHAIRMAN, 291 out of approximately 14,000? 

Mr. DeHorrry. 13,600. 

The Cuairman. Mr. Gover, did Mr. Quinlan discuss this particular 
report with you? 

Mr. Gover. Yes, sir. 

The Cuaimman. Did you take it up with the bank management ? 

Mr. Gover. I did; yes, sir: And we had another conference with 
the board of directors. 

The Cuamman. Whom did you discuss it with ? 

Mr. Gover. Principally with Leon Marcus and Ed Hintz, 

The Cuamman. What position did Mr. Ed Hintz fill at that time? 

Mr. Gover. He was the executive vice president. 

The Cuamman. Was he cashier too? 

Mr, Gover. No, I think he was only executive vice president. 

The CuatrMan. How long had he been an officer in the bank ? 

Mr. Gover. I think since 1948. 

The Cuamman. Since 1948¢ Did you regard him as a capable, ex- 
perienced banker ? 

Mr. Gover. Well, at that time we thought he was a fairly good 
banker ; yes, sir. ’ 

The CHarrmaAn. Did you discuss it with Mr. Leon Marcus princi- 
pally and Mr. Hintz? 

Mr. Gover. That’s right. 

The Cuarmman. What did you say to them? 

Mr. Gover. Well, I gave them the works and told them that we 
could not put up with this kind of a situation and that we would have 
to take some drastic action if they didn’t perform. 

The Caarrman. What did you ask them to do? 

Mr. Gover. Asked them to put up more capital again and correct 
the—get these classified assets improved. 
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The CHAIRMAN. Were they still heavy in real estate at that time? 
Mr, Gover. They were developing to be very heavy about that time. 
The CuarrMaAN, In real estate loans? 

Mr. Gover. In real estate loans. 

The Cuairman. Did you say anything to Mr. Leon Marcus about 
the management of the bank ? 

Mr, Gover. Oh, yes, indeed. 

The Cuamman. What did you say? 

Mr. Gover. He said that Mr. Hintz was the banker and then that 
he had nothing to do with it and Mr. Hintz was running the bank. 
Then privately Mr. Hintz on several occasions would tell me that these 
loans were all ‘placed i in the bank by Leon Marcus and it was agreed— 
this is the time—it was agreed that all loans would be approved by 
the loan comnnittee, 

The CuatrmMaNn. Hadn’t they been prior to that time? 

Mr. Gover. Evidently not. They had a loan committee but Mr. 
Marcus would tell them that he wanted this loan made, and the loan 
was made, 

The CuiatrMan. You mean he just didn’t abide by the loan commit- 
tee or didn’t consult the lean committee; is that right ? 

Mr. Gover. He felt like he owned the bank and could treat it more 
or less as his personal property. 

The Cuamman. And Mr. Hintz was afraid not to do whatever 
Mr. Marcus told him to do; is that correct? 

Mr. Gover. Evidently. 

Mr. Greensipes. Mr. Hintz was operations officer, not a lending 
officer, sir. 

The CuarmMan. A what? 

Mr. Greensipes. Mr. Hintz was in charge of operations. 

The Cuaimrman, Operations? 

Mr. Greensipes. Not loans. 

The CuarmrMan. Was he a good operator ? 

Mr. Greensives. Fair. I think in later lights we’d call him an 
expert operator. 

Mr. Watiace. Wasn’t he a~— 

The Cuamman. Just let him finish a minute. He was the opera- 
tor. Mr. Marcus really determined the policy ; is that correct? 

Mr. Greensipes. Determined the loan policies and investment 
policies. 

The Cmarman, And made the loans as he saw fit without consult- 
ing the board of directors; is that right? 

‘Mr. Greensives. That’s right. 

The Cuarrman. Now, what did you want to ask ? 

Mr. Wauiace. Mr. Hintz was executive vice president of the bank, 
and it’s our information that he helped arrange loans for various 
people. 

Mr. Greensiwes. He might have set them up mechanically, but the 


decisions were made by Mr. Marcus we believe. Mr. Hintz put the 
loans on the books that he was—— 


The Caamman, What percentage of the stock did Mr. Marcus own 
at that time ? 


Mr. Gover. He and his partner, Reininga, R-e-i-n-i-n-g-a, and Pin 
families and relatives owned about 70 percent of the stock. 
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The Cuairnman. When you say you “gave him the works,” you re- 
quired, among other things, they put up more capital; is that right? 

Mr. Gover. That’s right. 

The Cuatrman. How much more capital did they put up after the 
1955 meeting ¢ 

Mr. Gover. They put up $100,000. 

The Cuarrman. What date was that?) When did they put that up? 

Mr. DeHortry. December 31. 

The Cuarrman. December 31, 1955? 

Mr. DeHorrry. Yes. 

The Cuatrman. What else did they do? Did you require them to 
do anything about management? Did you ask them to do anything 
about their management? 

Mr. Gover. We repeatedly told Leon Marcus that he was to stop 
interfering with the management of the bank and that they had too 
many loans and particularly too many loans of the real estate type 
and that all loans would have to be approved by the loan committee. 
And the board of directors adopted a resolution to that effect. 

The Cuatrrman. Were any of these loans to Mr. Marcus’ own firms 
or on property he was personally interested in ? 

Mr. Gover. Not that we were ever able to find out. 

The Cuarrman. Did you take this matter up with the State audi- 
tor’s office ¢ 

Mr. Gover. Yes. 

The Cuamman. Whom did you take it up with and what did you 
say about it? 

Mr. Gover. After this examination, Mr. Sorenson. 

The Carman. What did you say to Mr. Sorenson about it? 

Mr. Gover. Well, he was in complete sympathy with our findings, 
and we agreed that we would examine the bank frequently in between 
at regular intervals and would watch it closely and keep after the —— 

The Cuarrman. Did you require the bank to have its affairs audited 
at that time? - 

Mr. Gover. Not at that time; no, sir. 

The CuarrMan. Did you audit it at that time? 

Mr. Gover. No, sir. We don’t make—— 

The CHamrman. When you sent that examination to the FDIC in 
Washington, did you make any recommendations for action by the 
FDIC? 

Mr. Gover. This is the—are you on the November 11 or the 
March 

The Cuarrman. March 28, 1955. 

Mr. Gover. No, except that I expressed the intention that this was 
getting to be a more—expressed the opinion, rather, that this was 
getting to be a more serious problem and that it looked like we would 
have to take drastic action. 

The Caarrman. On this report of March 28, what was the relation- 
ship between the substandard and fixed assets and the capital account ? 

Mr. Gover. They exceeded the capital account by $200,000. 

The Cuatrman. That was if 1955. In 3 years it had gone from a 
half to equal to in excess of the capital account? Is that right? 

Mr. Gover. Yes. 
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The Cuarrman. It had been a very steady deterioration of the rela- 
tionship between the capital account and the substandard assets? Is 
that correct ! 

Mr. Gover. Yes, sir; but in the—— 

The Caarrman. Did you say 

Mr. Gover. Along about that time, Senator, we were certainly 
giving the bank as close attention as we knew how. 

The Cuarrman. Did you say that you recommended to the FDIC 
Board or the Washington office that they take drastie—that drastic 
action should be taken ? 

Mr. Gover. Not at that time. 

The Cuarrman. Not at that time? 

Mr. Gover. I said that it looked like we would have to—to ac- 
complish anything. 

The Cuatrman. In your opinion you thought drastic action would 
have to be taken ? 

Mr. Gover. That’s right. 

The Cuarrman. Did you have any confidence that the management 
of the bank would itself reform its practices ? 

Mr. Gover. Any confidence? 

The CuarrmMan. Yes; did you believe they would? 

Mr. Gover. Well, at that time we thought fairly well of Ed Hintz 
and with the promises made and the resolutions by the board and the 
additional capital we felt like it would improve. 

The Cuarrman. You were relying on Mr. Hintz to straighten it 
out, or you thought he could if permitted ? 

Mr. Gover. Princi 


all 
The CHarrMan. . DeHorit , when this examination report of 
March 28, 1955, came he your office, what was done with it? 
Mr.DeHorrry. It was reviewed and a problem memorandum writ- 


ten. It was placed in the “other problem” category. 

The CHatmrman. Do we have a copy of that’ memorandum—the 
“other problem” memorandum ¢ 

Mr. DeHortry. I don’t know. Did you say—do you have—— 

Mr. Wauace. We haven’t one, Mr. Chairman. It might be well to 

ave one for the record if possible. 

The Cuarmman. There’s no objection to that, is there? 

Mr. Cosurn. I think not. We'll supply wou with a copy. (See 
p. 25.) 

The Cuarrman. Was the FDIC Board of Directors advised of this 
situation at that point? 

Mr. DeHorrry. Well, there was certain cireulation of these memo- 
randums which includes members of the Board. 

Mr. Cosurn. Senator, what examination was that ? 

The Cuamman. Examination—after the March 28, 1955, report. 

Mr. Hart. May 26. 

The CHarrman. Mr. Harl, was that report of March 28, 1955, 
brought to the attention of the FDIC Beart of Directors? 

Mr. Hart. No; I don’t think it was brought to the Board’s atten- 
: ion. The first—the date that review was prepared was on May 26, 

955. : 
The CHarmman. I understood a moment ago that whenever it be- 


came an “other problem,” then it was always brought to the attention 
of the Board. 
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Mr. DrHorrry. It’s brought to—it’s circulated among the members 
of the Board. It may or may not be discussed in the ese! meeting 
itself, but it’s—at least two members of the Board of Directors have 
copies of the memorandum. 

The Cuarrman. Is it customary under your procedure for the Board 
to diseuss problem cases ¢ 

Mr. Hart. No, sir. 

The Carman. It is not? 

Mr. Haru. No, sir. 

The Cuairman. Don’t you think that the Board perhaps ought to 
discuss the problem cases and arrive at some course of action ¢ 

Mr. Hart. Well, in this case we’re a good deal like Notre Dame was 
on Monday morning after that game with SMU. We made a lot of 
mistakes evidently in not doing it. But as I read the note a few 
minutes ago, on May 26 the report. said that they were getting in 
$100,000 in new money and active management was unchanged, headed 
by Hintz, and— 
he is an experienced banker. The bank is regarded as an “other problem” 
bank by Supervising Examiner Gover and so designated by this office. A joint 
or field conference with the directors is to be arranged, and we will be informed 
of all developments. The bank will be scheduled for another examination before 
the year’s. end. 

And then the bank was examined again in November. Meanwhile 
they had gotten these promises of this new capital, and the capital 
did go in before the year was over. 

Mr. Greensipes. Senator, in an “other problem” bank we still ex- 
pect somebody able to handle that in the field, I’m supervising ex- 
aminer in the field, and we’re working on those cases out there. We 
do not feel that they are critical, and most of them we do swing 
around and move toward improvement. It’s not very many of the 
“other problem” banks that me a serious problem. When they 
become “serious problem,” that,is the time the Board members begin 
to give serious attention to those banks, 

The CuHairman. So that while the report then is circularized among 
the members, they do not meet, to discuss an “other problem” bank’! 

Mr. Greensipes. Unless there be some particular, significant thing 
about that bank. 

The Cuamman. Is this particular case, then, less significant, any 
less serious than your average “other problem” bank? Or was there 
nothing in this to draw your attention to it? 

Mr. Greensipes. At that time I would think, had it been in my 
district, that I could still handle it out there. 

The Cuamman. Although it had been deteriorating really. for some 
time, hadn’t it? 

Mr. Greensipes. Yes; but it hadn’t reached the point where de- 
positors or FDIC were in danger. 

The Cuatrman. What did this particular report say about the 
management’ Did it have any comment to make about the manage- 
ment? 

Mr. Gover. March 28, 1955? 

The CHarrman. Yes. 

Mr. Gover. The examiner still rated the management as fair, prin- 
cipally because of the influence of Mr. Hintz—that we still had some 
confidence in him. 
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The Cuamrman. Mr. DeHority, what did your problem report say 
about that bank? 

Mr. DeHoriry. I don’t have—I don’t seem to have that report with 
me. Do you have that, Mr. Harl? I think that’s probably what Mr. 
Harl was reading from. 

That was the report that Mr. Harl was reading from. 

The Cuarrman. Sir? 

Mr. DeHorrry. Mr. Harl was quoting from that report just a few 
minutes ago—the problem memorandum. 

The CHatrMaNn. Did you make any comment about the manage- 


ment in the report you circulated among the members of the Board? 
Mr. DeHortry (reading) : 


Active management is unchanged and headed by vice president Hintz. He 
is an experienced banker but is subservient to and dominated by Mr. Marcus. 
That is the comment with respect to the matter. 

The Cuairman, Mr. Gover felt. at that time that Mr. Hintz was 
subservient to Mr. Marcus. Does your report say that? 

Mr. DeHorrry. Well, the memorandum says that, yes, sir. 

The Cuamrman. Now we come to the next examination made on 
November 21, 1955, by Examiner Quinlan. That is 8 months after 
the March examination. 

Mr. Gover. Yes, sir. 

The Cuarrman. This showed that the fixed and substandard assets 
exceeded the capital by how much? 

Mr. Gover. By $2,886,000. 

The CHarrmMan. What percentage of the capital account is that 
figure? That is five times the capital account, isn’t it? 

Mr. Gover. The capital account, was $637,500. 

The Cuarrman. And in 8 months it had deteriorated from $200,000 
more than capital account, to $2,800,000; is that correct ? 

Mr. Gover. That. is correct. 

The Cuarrman. What did you rate it at that time? What did you 
say about the management ? 

Mr. Gover. We rated the management as unsatisfactory and de- 
manded the strengthening and change of it. 

The Cuarrman. Would you consider that it was in an emergency 
status at that time, that something had to be done? 

Mr. Gover. Yes, sir. 

The Cuarrman. Did you discuss this report with Mr. Quinlan? 

Mr. Gover. Yes, sir. 

The Cuatraan. Did you take this report up with the management 
of the bank? 

Mr. Gover. ¥es, sir. 

The Carman. With whom, which one, and what did you say? 

Mr. Gover. Well, in February 15, 1956. 

The Cuairman. Didn’t you talk to them right after you made the 
report ? 

Mr, Gover. Well, it took some time to process. You see, it was 
November 21, and the year-end rush, and we ordinarily have a good 
many reports in the office—and by the time it was processed and 
distributed : 

The Cuarrman. Was this the worst situation you had in your dis- 
trict at that time? 

Mr. Gover. It was. 
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The Cuamrman. Did you have any other serious problem cases that 
turned up about that time? 


Mr. Gover. About this time? 

The Cuarman. Yes, in your district. 

Mr. Gover. That turned up then? No. We perhaps had one more 
on our so-called serious-problem list, but. that was considered the 
worst. 

The Cuarrman. That was the top of your list, wasn’t it? 

Mr. Gover. Well, I would say yes. 

Mr. Greensipes. Senator, 1 might point out that the November 21 
date is the starting date of the examination. The examination would 


not have been completed until sometime in December. Then it had 
to be processed after that. 


The Cuarrman. About when? 

Mr. Greensiwes. I would assume that this examination took 4 weeks. 

Mr. Gover. It would take about a month, the actual examination, 
and would take another month in processing and distribution. 

The Cuarrman. Is that the customary time it takes to examine a 
bank ¢ 

Mr. Gover. The end of the year—did you say examine or—— 

The CHatman. Yes. Does it customarily take a month? 

Mr. Gover. A bank like this it would be customary to take about 
that long, yes, sir. 

The CHatrman. A month? 

Mr. Gover. In this kind of condition. 

The Cuarrman. It takes much longer when it is in a serious-problem 
category than it does when it is normal? 

Mr. Gover. Yes, sir. 

The CHarrman. What is your normal period ? 

Mr. Gover. We have to look into it a little closer. Well, ordinarily 
a bank of this size in good condition would take 10 days to 2 weeks. 

Mr. DeHorrry. Depending on the number of men you had. 

Mr. Gover. Yes; depending on the men assigned to it. 

The Cuatrman. You were then examining this bank about a month, 


beginning November 21. That brings it right up probably to 
Christmas. 


Mr. Gover. Yes. 

The Cuatrrman. Did you audit the bank at that time? 

Mr. Gover. Audit it? No, sir. 

The Cuamman. What is the difference between your examination 
and an audit? 

Mr. Gover. Well, our examination is primarily an appraisal of 
assets and management of the bank. in audit is to determine 
whether the assets and liabilities are all there and agree with the 
books. And, in an ordinary audit, there is no attempt made to ap- 
praise the assets. Frequently in an audit they verify the liabilities 
direct with the creditor, and if it is a commercial concern or a bank, 
they merely gage the assets. 

The Carman. You mean when you examine the bank, you are not 
interested in whether the books balance or not? 

Mr. Gover. I did not intend to—— 

The Cuamman. You said they figure up whether they balance off. 
How can you examine it without actually auditing it. I don’t quite 
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see that. In a serious situation, where you really want to know its 
condition, why doesn’t it amount to an audit? 

Mr. Greenswes. The audit is'a part of the bank management func- 
tion and a part of the operations action. An audit determines whether 
the transactions are recorded on the books in accordance with the 
policy program of the bank. The examination is to determine the 
valuation of the bank’s assets, to see whether the capital is adequate 
and the depositors’ interests are protected. 

The CuHarrman. But supposing these assets that are listed are ficti- 
tious. Don’t you discover that in an examination ? 

Mr. Greensipes. We sometimes do, but we do not verify the de- 
positors’ accounts; that is, direct with the depositors. Neither do we 
verify the loans with the borrowers, unless we have some reason to be 
suspicious. 

The CuarrmMan. You had every reason to look into this one very 
carefully, didn’t you? That is what I meant. Why didn’t you audit 
it at that time ? 

Mr. DeHorrry. We had no evidence of any wrongdoing. 

Mr. Greensipes. The cashing of warrants would not show up any 
more than the cashing of a check. You go into a bank and cash a 
check last week sometime and nobody knows what that transaction is; 
an audit wouldn’t even show that. 

The CuHarrMan. You think that a bank that deteriorates as rapidly 
as this gives you no indication that there is any wrongdoing in the 
bank ¢ 

Mr. DeHorrry. We had no evidence of that. 

The Cuairman. You don’t normally have it unless you look for it, 
do you! 

Mr. DreHorriry. We do a certain amount of looking in connection 
with every examination. 

The Cuarrman. I don’t know much about this. I don’t know the 
difference between your audit and your examination. Mr. Harl, 
don’t you think you ought to audit a bank when it gets into this 
condition ¢ , 

Mr. Haru. Mr. Gidney and I were talking about that the other 
day. I feel that is'the duty of the management itself. Mr. Gidney 
has had about 40 years of this in good times and bad times, and he 
can pony give some answer to that. 

The CuatrmMan. I was going to ask Mr. Gidney his views about 
that. In the national banks, do you ever audit a national bank? 

Mr. Gipney. No, sir. 

The CuammaNn. You don’t think they should be audited when they 
get into a condition such as this? 

Mr. Gipney. That is a very big subject. Mr. Jennings has very 
recently 

The Cuarrman. Who is Mr. Jenni for the record, 

Mr. Gipney. My Chief Deputy. He has written a very careful 
memorandum on that. In an earlier period, Mr. Robertson, of the 
Board, who was Deputy Comptroller, made a public announcement 
on this. I think it is fair to state that no bank supervising authority 
undertakes to audit. Now, this is the difference between audit—I 
am trying to give you a thumbnail sketch of it here. ’ 
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The examination is customarily what we call a balance sheet ex- 
amination, and that is verification, so far as we consider we can, of 
the assets and liabilities. Now, an audit would be to go back and go 
through day by day and entry by entry all transactions. And that 
would entail a cost which we could not possibly ask the banks to pay. 
It would take a staff larger than we could possibly get together. 

The Cuatrman. | am not talking about an audit just as a customary 
thing. But don’t you think when a bank gets in such bad condition 
that it must be classified as a serious problem category 

Mr. Gipney. Oh, yes. 

The Cuarrmman. Take this case. You don’t think that this should 
have been audited in December of 1955? 

Mr. Gipney. I would like to first refer to the general question. 
When something occurs which creates distrust as to the conduct, other 
than judgment, an audit is indicated, and we usually suggest that they 
get in a firm of public accountants to go right into it. 

The Cuarrman. But you never audit it yourself ? 

Mr. Groner. We do a good deal of investigation, but not to the 
extent of a complete audit. 

The Cuarrman. Are you authorized to require the bank to have an 
outside audit made? 

Mr. Gipney. We are not. 

The Cuarmman. Do you think you should be? 

Mr. Giwney. I think it would be helpful if in the law there were 
something that would give us some authority on that. 

The Cuamman. That is what we are interested in. I might state 
again that the ultimate objective of these hearings is to see if there 


isn’t some way in which the law itself can be improved so that the 
procedures carried on, particularly in this case, by the FDIC could 
not be strengthened. And I would like to know whether you believe, 
as a member of the Board, that the FDIC should be given the author- 
ity to require a bona fide, ‘complete audit by either an outside firm or 


the FDIC do it itself. Now, which do you think? 

Mr. Groner. There has just been a convention in this city of the 
National Association of Bank Auditors and Controllers, 1,300 people 
here, working on this kind of thing, trying to develop better nad more 
widespread auditing practices. In a bank as large as this, there ought 
to be a reasonably good audit. But there is that very great difficulty. 
The examination process is not an audit. 

The Caamman. Under your powers to investigate the bank, doesn’t 
that include the power to audit it yourself, or to require an audit? 

Mr. Gipnrey. When we come into—— 

The CuarrmMan. Does it or does it not? 

Mr. Gupney. I think we could go in as deeply as we wished to. 

The CuatrmMan. You have the authority now to audit it if you wish. 

Mr. Gipney. I think in that case we can go in as deeply as we wish. 
Usually that results in the Federal Bureau of Invest tion coming 
in on one of those bad cases, and they do a pretty complete investiga- 
tion, let’s say. I don’t know whether you call it that or not. 

The Cuamman. Well, that is a defalcation case. 

Mr. Gipney. Wen you ‘talk about wrongdoing—— 

The Cuatrman. Take this case. There was wrongdoing; was there 
not? At Jeast there was diversion of assets from the bank to the 
private individual. 
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Mr. DeHortry. We had no evidence of that—of anything of that 
sort happening—until the subsequent examination. 

The Cuarrman. If you had audited, I think you would have had 
some evidence. I do not quite understand why you did not discover 
in December this so-called A account of Mr. Leon Marcus which later 
was turned up. If you had had an audit, would you not have dis- 
covered it in December ? 

Mr. Greensipes. Not necessarily. 

The CHarrman. We will come to that a little later. How was it 
discovered in March, if you could not discover it in December. 

Mr. Greensipes. By the examiner—not through an audit process, 
but by his investigating around. He was looking over the ledgers, and 
this one account attracted his attention, and he began to follow that 
back. That was the examination process, but not an audit process. This 
bank has 20,000 accounts, and the examiner does not have time to go 
back and verify and contact all the depositors whose names are record- 
ed on the deposit liability ledgers. 

The Cuairrman. But reason would tell you, after this long exper- 
ience with Mr. Marcus, that Mr. Marcus’s own accounts ought: to be 
looked into, it would seem to me. 

Mr. Greensipes. His own account was looked into. 

The CuatrMan. This was his account. 

Mr. Greensipes. But your so-called rainy-day accounts and that sort 
of thing, you have got to find those. You have got to have some good 
luck. 

Mr. Gover. That was looked into. And furthermore, during that 
examination, since we had been suspicious of the bank’s earnings com- 
pared to its heavy volume of loans, Mr. Quinlan went out and person- 
ally interviewed some of these builders to try to find out whether Leon 
Marcus was a partner in these transactions. It was more than 

The Cuarrman. When did that happen? 

Mr. Gover. That was during this November 

The Cuarrman. Is that when you first became suspicious that the 
earnings were not in accord withthe loans? 

Mr. Gover. Well, they had not been too bad. I would say it was, 
when we first became suspicious. 

The Cuatrrman, When did you first become suspicious? 

Mr. Gover. Well, possibly a year or two before that. But we had 
nothing of a definite or concrete nature, and by questioning our ex- 
aminers could not get anywhere. As a matter of fact, Quinlan didn’t 
get anywhere when he picked out what we thought would be the most 
likely borrowers and talked with them. 

The Cuarrman. Did he ask them whether they were paying these 
commissions to Marcus or to the bank? Did he ask them that? 

Mr. Gover. He asked them, but we didn’t know about the commis- 
sion business. He asked them if Leon Marcus had any interest in these 
loans and that sort of thing. Our suspicions were that since he had 
kept up this practice of forcing these loans into the bank, that he was 
possibly personally interested in some of these building concerns. 

The Carman. What did account for that extraordinarily large 
increase in the fixed and substandard assets between March 1955-and 
November 1955, some $2 million. 

Mr. Gover. Well, it was really a more severe classification. Now, 
in the banking profession, if you have confidence in the management 
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and there is no evidence of any unsatisfactory practices, you can view 
a loan more favorably than you do in a bank where you think some- 
thing is wrong. And then, this bank had consistently failed to pro- 
vide proper papers supporting their real-estate loans. And a good por- 
tion of these loans were classified because of the lack of adequate in- 
formation in the bank. 

The Cuatrman. Mr. Gover, in March of 1955 you discussed that re- 
port, as you have testified, with the management of the bank, called 
their attention to it; 8 months later they went directly against your ad- 
vice. Do you consider that they took your advice seriously, or they 
followed your instructions? 

Mr. Gover. They evidently did not. 

The Cuarmman. Why don’t they have any particular respect for the 
advice of the representatives of the FDIC? 

Mr. Gover. I can’t answer that. 

The CHatrman. It seems to me here is a very glaring case of their 
going directly against your admonitions; is that not right? 

Mr. Gover. Not only our admonitions, but those of the State 
department. 

The Cuatmrman. Mr. Greensides, you look as if you wish to volun- 
teer something. Why do you think the bank paid no attention what- 
ever to your requirements ! 

Mr. Greensipes. With a management which is not competent. to 
redress a situation—they themselves perhaps are unable. It is prob- 
ably not that they desire to go against the wishes, but they are unable 
at this stage of the game to redress their assets. And it is at this time, 
when the stage is being set for the drastic action that we have within 
our power, and that is the termination procedure—this last examina- 
tion in 1955 not only created some suspicions in the mind of the 
examiner, but it also set the stage for the succeeding examination, 
which we could go through, bear down harder, and determine whether 
drastic action was necessary. 

The Cuamman. Mr. Gidney, when you criticize a national bank 
and tell them they must do something, do they follow your advice or 
go directly contrary to your advice? 

Mr. Gipney. Well, we have got a large number of them, and we 
will run into willful people of this kind. 

The CuarrMan. Do you often run into such people? 

Mr. Giwney. Yes. I don’t want to name any names, but we have 
had cases where they have been so willful they have taken the bank 
out of the national system. And it isan unfortunate fact, it is a little 
hard to understand that people will be so willful in doing things that 
are going to lose them money. But out of a large number of banks, 
there are a good many that are just that way. And we have some 
at the present time that we are—well, I call it sandpapering. 

The Cuamman. You have a number of cases similar to this pre- 
sently ? 

Mr. Giwney. We have some—not too many. 

The CHarmman. When you say “some,” about how many ? 

Mr. Guwney. Well, I think we have what we call very bad cases, 
three banks. 

The CuarrMan. Out of how many? 

Mr. Gipney. We have four classes. The latest figures I have put 
down and I have with me. Back in March—and they are near enough 
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the way things are—we had a little over 4,000 in group 1, 609 in group 
9, 30 in group 3, and 5 in group 4. That is three at the most recent. 

The CHarrman. Of those five, you have people who go directly 
against your advice? We are not talking at the moment about de- 
falcation cases. 

Mr. Gipney. That is right. Now, it is possible that they are help- 
less at that stage. It is one thing to say turn around and get well, 
and another thing to do it. But there are a good many where they 
are willful, and everyone in the supervisory business will have that. 
I wish it were otherwise. 

The CuArrman. When you run into one like that, what do you do 
about it? Do you follow it closely ? 

Mr. Gioney. They first get seaidad by the examiner, and then pos- 
sibly by the chief, and they get letters from the office, and the directors 
are asked into the chief's office, or the directors are asked to Washing- 
ton. And as that process goes on . 

The CuarrmMAn. You ask them to come and see you. 

Mr. Gipney. Sometimes, yes. 

The CuatrrMan. Do you give them, as Mr. Gover says, the works? 

Mr. Gipney. Well, I don’t think I will adopt Mr. Gover’s phrase of 
“the works,” because it is an indefinite phrase. 

The CuarkMAN. I thought it was very expressive. 

Mr. Gipney. I think we give them what Mr. Gover refers to as our 
best, or our worst. 

The CaatmrMan. Do you have the power to remove officers from 
the national bank ? 

Mr. Gipnry. We can merely bring proceedings for removal before 
the Federal Board after warning. We must first warn them. And 
if we continue unsafe and unsound practices—— 

The CHamkmMaNn. Could the FDIC do that? Could you have done 
it to this bank? 

Mr. Cosurn. The only authority we have is otir section 8 (a) pro- 
ceedings, termination proceedings. 

The CuatrmMAn. Plus publishing any reports. 

May I ask you, do you recommend that we give the FDIC a similar 
authority to require the dismissal of a bank official ? 

Mr. Groner. I would think it would be well if they were to have it, 
but I think that is a rather serious subject. You would have to con- 
sider the matter of States rights and appropriate things. I think it 
would be helpful if they had it. Would you think so, Mr. Harl? 

Mr. Haru. Yes. 

The CaarrmMan. You think so, Mr. Har. 

Mr. Haru. Yes, I think so. Of course, again, you are on a fringe 
area between the State-chartered banks. 

The CHatrrman. Does the State auditor have the authority to re- 
move an officer ? 

Mr. Greensipes. Some States. 

The Cuamman. Did the auditor have the authority to remove Mr. 
Hintz if he wanted to? 

Mr. Gover. No, sir. 

Mr. Gipwry. The only State I am certain about is New York. 
New York has an equivalent statute to the removal statute of the Fed- 
eral law. 
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The CHairman. I wonder, Mr. Coburn, if your office could give 
the committee an indication of what the status of that report is. 

Mr. Coscrn. In the various States—yes, sir. 

The Cuatrman. I think it would be an interesting thing. You say 
New York has it. I don’t see why it would be greatly offensive to 
states-rights if perhaps we should put it in the FDIC legislation. 

Mr. Cosurn. We will give you a breakdown on each of the States. 
(See appendix, p. 238.) 

The Cuairnman. It would certainly give you a little power. Here 
is a case where these officers obviously were thumbing their nose at 
the FDIC, They didn’t care what you said. They went right ahead. 
In fact, it was much worse the last 8 months than it had been at any 
other time. 

Mr. Greensipes. On that, again, once we begin to lose confidence in 
the management, then we begin to set up assets in the substandard 
classification for technicalities, because we do not have that confidence 
any more, but yet the assets may be reasonably good. 

The CHarmman. I can understand any borderline case you would 
resolve one way. ‘That is quite logical reasoning. 

Mr. Gipney. Senator, I don’t think you want to take much time on 
it, but that section 30 has not. proven to be a very usable weapon. So 
that if you do consider it, we would like an opportunity to discuss it 
with you at more length. . I initiated one process of that kind which 
was resisted. They took it to court. The first court supported us, 
the court of appeals reversed them, the Supreme Court supported the 
removal. That, however, was a technical matter of service with an 
underwriting house. 

The Cuarmman. I think great benefit would come merely from the 
existence of the power, whether or not you ever used it.. 

Mr. Gipney. I think it would be helpful. 

The Cuatrman. If you have it, very often you do not have to use 
it. It would give them more respect for what you might do to them. 

Mr. Gioney. And I think we would like to suggest adding to it a 
provision that when they are removed, they are removed far enough 
so they do not- continue to dominate. 

The CHarrmMan. Of course, we will always entertain any suggestions 
from you as to what we might do to the national banking laws. 

Mr. Gipney. We have been working very hard to send up some sug- 
gestions. I think we have something of that kind in there. 

The Cuatrman. Mr. Gover, did I ask you whether you and Mr. 
Quinlan discussed this December report with the management? I 
believe I just came tothat? ‘Will you resume with that answer. You 
started to say something. 

Mr. Gover. Now, this is the November 1955 report. 

The CuarrMan. That is correct—with the management. 

Mr. Gover. We did. We arranged a conference first with Leon 
Marcus at the office of the chief examiner of the State department, 
which was participated in by the assistant chief examiner and myself 
and Assistant Supervising Examiner Atkins. And we told Mr. 
Marcus that he had not done anything he had promised to do. He 
made more promises and claimed that the inerease in loans was due 


to outstanding commitments to these construction loans. And it is 
written here: 
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As usual, Mr. Marcus was free with promises. In tke past his performance 
with respect to these policies has left considerable to be desired. At this meet- 
ing he stated emphatically no more loans would be made which were predicated 
on certificates of beneficial interest and that no new commitments for interim 
financing for builders would be forthcoming, and the present overextended con- 
dition of the bank as a result of the excess volume of loans would be corrected 
through the sale of a sufficient amount of real-estate mortgages to reduce the 
totals to a reasonable level. 


And at,that time he was told we had no more confidence in him and 
that there would have to be some definite action taken. 

The Cuainman. Youtold Mr. Marcus this? 

Mr. Gover. Mr. Marcus. Now, I told him also that he could be 
prepared for a termination citation. 

The CHairman. What date was that? 

Mr. Gover. That was February 15, 1956. Then on February 21, 
1956, talking about this same report, we met at Hodge’s office. All of 
the directors were there except Leon Marcus and John F, Lesch. 

(The memorandums referred to follow :) 


FEBRUARY 15, 1956. 
OFFICE CONFERENCE MEMORANDUM 


Subject : Southmeor Bank & Trust Co., Chicago, Ill. 


There was a possibility Leon Marcus, who owns operating control and is the 
principal factor in the management of this bank, would not be present at the 
meeting arranged with the directors for Tuesday February 21; hence, conference 
was held with him this morning in the offices of the auditor of public accounts. 
Chief Examiner Lyman C. Sorensen and Assistant Chief Hxaminer Harold M. 
Durst represented the State department, while Supervising Hxaminer EH. R. 
Gover and the undersigned appeared for the Corporation. 

It was impressed upon Mr. Marcus quite plainly his institution was in an 
unsatisfactory condition, was not being operated as a commercial bank, and 
there must be a drastic change in policy if he wished to continue in business. 
At each of the past two examinations by both the Corporation and the State 
department there were numerous flagrant violations of State statutes and other 
evidences of unsafe and unsound operations. 

As usual, Mr. Marcus was free with promises. In the past his performance 
with respect to these policies has left considerable to be desired. At this meet- 
ing he stated emphatically no more loans would be made which were predicated 
on certificates of beneficial interest and that no new commitments for interim 
financing for builders would be forthcoming and the present overextended con- 
dition of the bank, as a result of the excess volume of loans, would be corrected 
through the sale of a sufficient amount of real estate mortgages to reduce the 
total loans to a reasonable level. 

It was revealed to Mr. Marcus the net current operating earnings of the bank 
were only about 50 percent of the average insured bank of this size, which was 
proof the present method of operation was not only dangerous, but unprofitable. 
He was assured conclusive action would be taken by both the State department 
and the Corporation unless the policies and practices pursued were more in line 
with those employed conventionally by commercial banks. His promises for 
correction were profuse and emphatic, but based on past experiences, whether 
his performance will be equally conclusive is a matter of conjecture. 


H. B. ADKINS, 
Assistant Supervising Examiner. 


FEBRUARY 21, 1956. 
Or¥rice CONFERENCE MEMORANDUM 


Subject: Southmoor Bank & Trust Co., Chicago, Ill. 


On the invitation of State authority all of the directors of the above bank, 
except Leon Mareus and John F. Lesch, called at his office this morning. The 
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State department was represented by Auditor of Publie Accounts Orville Hodge, 
Chief Examiner Sorensen, and Assistant Chief Examiner Durst, while the Cor- 
poration was represented by Supervising Examiner E. R. Gover and the under- 
signed. 

This meeting was called to acquaint the entire membership of the board with 
the transpirations of the conference held with Mr. Leon Mareus on February 
15. In his opening remarks, Mr. Hodge informed the board the bank was not 
being operated properly, had too many loans, and was judged to be unsafe. He 
said that his patience had been exhausted with promises and unless the situa- 
tion was cleared up it would be necessary for him to take drastic action, Mr. 
Sorensen averred the policies in effect at the present time were not new, had 
been going on for several years and regardless of where the blame lay, the 
directors were responsible and should take command, as the votes of board 
members are equal and stockholdings should not affect their judgment. Mr. 
Gover demonstrated to the directors the unorthodox manner in which their 
bank was being operated and showed them from our previous report the bank 
was not experiencing operating earnings with favorable comparison to the 
average institution of its size. He stated further he wanted the loan volume 
reduced to $7 million and kept there. 

One director said the outside members of the board did not know what was 
going on as Leon Marcus had his own way and did not even inform the board 
of his private meetings and conferences with supervising and insuring agencies. 
This touched off a considerable discussion in which several members of the 
board participated freely. 

The board members were advised we do not propose to manage the bank, 
but do insist that it be operated properly and indicated cancellation of deposit 
insurance could develop should proper corrective action not be taken. It was 
estimated that unfilled commitments for construction loans te builders and 
contractors might reach $4 million but the board agreed no future commitments 
of this sort would be made. In the meantime, the newly engaged auditor of 
the bank was to determine the actual amount of these outstanding commitments 
so as to analyze the sundries payable account and segregate debit and credit 
balances in individual advances and submit a report as te his findings. Both 
Auditor of Public Accounts Hodge and Supervising Examiner Gover offered 
the services of competent men to assist the auditor if he so desired. 

It was agreed following the aforementioned audit the board would pass 
resolutions to the effect that : 


1. No new commitments would be made to builders ; 

2. Loan volume would be held to a definitely stated amount, probably 
$7 million ; 

8. All loans would be approved by the board or its legally appointed 
committee ; and, 

4. The activity and unorthodox practices of Leon: Marcus would be cur- 
tailed, if not eliminated. 


It is believed some good may come from this meeting as the directors were 
informed of requirements in no uncertain terms and appeared to be concerned 
over the dilemma in which they found themselves. 

H. B. ADKINs, 
Assistant Supervising Examiner. 


The Cuarmman, Is that Hodge’s office in Chicago? 
Mr. Gover. Hodge’s office in Chicago. 


Hodge presided at the meeting, and Chief Examiner Sorenson and Assistant 
Chief Examiner Dirst of the State department were present, and Mr. Atkins 
and I. The meeting then acquainted the entire membership of the board with 
the transpirations of the conference held with Mr. Marcus on February 15. Mr. 
Hodge informed the officers the bank was not being operated properly, had too 
many loans and was judged to be unsafe. He said his patience had been ex- 
hausted with promises and unless the situation was cleared up, it would be nec- 
essary for him to take drastic action. Mr. Sorenson said the policies in effect 
at the present time were not new and had been going on for several years, and 
regardless of where the blame lay, the directors were responsible and should 
take command. Mr. Gover demonstrated to the directors the unorthodex manner 
in which their bank was being operated and showed them from our previous 
report the bank was not experiencing operating earnings with favorable com- 
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parison to the average institution of its size. He further stated the loan volume 
should be reduced to $7 million which would be ample for the size of the bank. 
The CHairMANn. It was about 13 at that time; was it not? 
Mr. Gover. The total assets were 21 million. 
The CHAmrnMAN. I say the loans. 
Mr. Gover. They were 13; yes, sir. 


One director said the outside members of the board did not know what was 
going on, as Leon Marcus had his own way and he did not even inform the board 
of his private meetings and conferences with supervising and insuring agencies. 
This touched off a considerable discussion in which several members of the 
board participated freely. 

The board members were advised we do not propose to. manage the bank, but 
do insist that it be operated properly and indicated cancellation of deposit in- 
surance could develop should proper corrective action not be taken. 

It was estimated the unfilled commitments for construction loans te builders 
and contractors might reach $4 million. But the board agreed no future commit- 
ments of this sort would be made. In the meantime, the newly engaged auditor 
of the bank was to detertmine the actual amount of these outstanding commit- 
ments so as to analyze the sundries payable account and segregate debit and 
credit balances in individual advances and submit a report as to his findings, 

Both Auditor of Public Accounts Hodge and Supervising Examiner Gover 
offered the services of competent men to assist the auditor if he so desired. 


It was agreed, following the aforementioned audit, the board would pass 
resolutions to the effect that: 


1. No new commitments would be made to builders. 

2. Loan volume would be held to a definitely stated amount, probably $7 mil- 
lion. All loans would be approved by the board or its legally appointed com- 
mittee, and the activity and unorthodox practices of Leon Marcus would be 
curtailed, if not eliminated entirely. 


It is believed some geod may come from this meeting as the directors were 
informed of the requirements in no uncertain terms and appeared to be concerned 
over the dilemma in which they found themselves. 

The Cuarrman. Is this the first time you ever discussed the affairs 
of the bank with the directors ? 

Mr. Gover. Oh, no. This was the first time, I think, we had a com- 
plete meeting. The entire board—I don’t know how many they 
have—L1 or 12—all but Leon Marcus and Mr, Lesch were there. 

The Cuarman. Was Mr. Marcus notified of the meeting ? 

Mr Gover. Yes, 

The Cuatrman. Why didn’t he come? 

Mr. Gover. That was the reason for this preceding meeting with 
him, because he was going to Arizona, and he could not be there. 

The Carman. He was present at the 21st meeting? 

Mr. Gover. No; he was present at the 15th. And in the meantime 
he went to Arizona and was not there for the 21st meeting. 

The Cuarmman. He was not very concerned about your criticisms. 

Mr. Gover. Well, he acts like it. 

The Caamman. Did Mr. Ireland participate in this meeting? 

Mr. Gover. No, sir. 

The CuatrmMan. He was not present at either meeting? 

Mr. Gover. No, sir. 

The Cuairman,. Did I understand you to say Mr. Hodge was quite 
critical of Mr. Hintz’s management ? 

Mr. Gover. No. He directed most of his criticism at Mr. Marcus. 

The Cuamman. He was not critical of Mr. Hintz? 

Mr. Gover. No. 
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The Cuarrman. But he showed great concern about the affairs of 
the bank. 

Mr. Gover. Yes, sir. 

The Cuatrman. When did you send the examination report of 
November 21, 1955, to the FDIC in Washington? You may have 
stated that. I do not recall. 

Mr. Gover. I don’t have the exact date, but I would judge it would 
be about 2 months from the—— 

The Cuamman. Approximately the end of January; would you 
say ¢ 

Mr. Gover. That would be a guess; yes, sir, 

The CuairMan, I want to go to Mr. DeHority now on that same 
question. Mr. DeHority, when that report came in, did you consider 
that a serious matter? 

Mr. DeHortry. Yes; we did. 

The Cuarmman. What did you do about that? 

Mr. DeHorrry. Marked it up as a serious problem and started 
to—— 

The Cuatmrman. What happened to it? 

Mr. DeHortry. Check on what was going to happen. At the time 
we got the report, we were advised of the pending conference with 
management, and we were informed within a short time of the results 
of that conference. 

The Cuarrman. Did you relay a memorandum of that report or 
something to the Board ¢ 

Mr. DeHorrry. Yes, sir; there was a report in connection with that 
examination, just as there was one prepared in connection with the 
previous examination. 

The Cuarmman. Do you have a copy of that memorandum? 

Mr. DeHorrry. Yes; I have one. This is a memorandum of Feb- 
ruary 10, 1956, with reference to the examination of November 21, 
1955. Shall I read the entire memorandum? 

The Cramrman. It is suggested you may just submit it to the com- 
mittee for their information. We may put it in the record or may not. 
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(The memorandum referred to follows:) 


Fresruary 10, 1956. 
Original: General files. 
Copy to: Director Harl, Mr. Sailor, Mr. DeHority, Mr. Tefft, S/E Gover, Office 
Files. 
Memorandum to the files, Federal Deposit Insurance Corporation. 


SourHmoor Bank & Trust Co., CuHi1cago, ILL. 


Serious problem (formerly other problem) 


Examined... 0. 55.228 28s 5.. BUS _| Feb. 23 1954 | Mar. 28, 1955! Nov. 21, 1955 


BeeiDe? 664 sei s- 50s ey Sis Sci see weed adil Qeul de epuadaacy Quien: >) :Qainkan Quinlan 
Rating ....--- == A o--e =a perms! 3-0-1.3-F. | 3-1-0.5-F 3-14-0.5-U 


Cash and due from banks,:...--....- 21. 2,-2.4. 50.-5.62-5.- $3, 128, 500 $3, 973, 100 $2, 952, 100 
United States Governments 5, 884, 000 | 5, 396, 900 4, 417, 200 
Loans and discounts. WEE CE «chem Ly a “ys 5, 674, 000 8, 479, 000 13, 217, 800 
Total liabilities - ods RIL esa Hp Ye vee 18, 790, 600 21, 180, 400 
Book capital ($300, iia nl ae aia ciate 580, 800 | 614, 800 688, 500 
Adjusted capital Jbosel 2 577, 900 3 613, 300 £ 637, 500 
Excess of adjusted “eee over fixed and classified assets - | 5 95, 300 | 6 212,300 | 72, 886, 700 
Loan losses. - KR a : ; aa 20, 800 | 47, 600 | 79, 800 
Doubtful loans. Siar re Ek 8, 300 | 5, 000 
Substandard loans- .--. i a aiakciaind wat | 300 | ; 3, 432, 600 
I ok. ORGS). é da ewes -annve-oe | 451, 400 826, 000 3, 517, 400 

‘ Laie Deindate diets é owe 60, 500 100, 500 108, 000 





Subtotal_ m i ae 390, 900 725, 500 3, 409, 400 
Other losses... dita 2, 100 1, 500 51, 000 
Other real estate J ‘ | 0 6, 000 6, 000 


Fixed assets _.__- Sieege occas tia cneaweptaewenssdeaen coats 91, 700 94, 100 108, 800 


Total fixed and classified assets 484, 700 827, 100 3, 575, 200 
Nonconforming assets 0 0 3, 888, 800 


| 
Specially mentioned loans 395, 900 470, 400 2, 116, 000 





Overdue loans, percent 48 + 9 . 2 


—_—_——— | 


Large deposit accounts . $1, 957, 700 $1, 500, 000 $1, 500, 000 





Common capital increased to $350,000 in 1954, subsequent to Feb. 23. 
*3. 9 aa oar § 


‘On percent. 
6 1.2 percent, 
714.9 percent. 


The unfavorable trend in asset condition of subject bank is continuing at an 
accelerated rate. The currently. classified loan total of $3,517,400, which includes 
$84,800 loss and doubtful, is highly excessive at 27 percent of total loans and 
more than 500 percent of book capital. Losses consist of $31,300 in commercial 
loans and $48,500 in installment credits. Construction loans comprise more 
than $2,600,000 of the substandard total and almost $2 million of the specially 
mentioned lines. Two other substandard lines amounting to $77,200 are those 
of companies in which Directors Reininga and Leon Marcus are interested. The 
loan volume, which has increased 55 percent during the past 8 months, is highly 
excessive at 68.3 percent of deposits and past due paper is also disproportionate 
at 11.2 percent. Regular real estate mortgages and other advances to builders 
carried in the form of overdrafts and accounts receivable amount to 66 percent 
of total leans which, includes more than $5 million in construction adyances. 
The credit files pertaining to this type of credit are grossly inadequate and 18 
such lines totaling $3,888,800 exceed the legal limit under State law. It is also 
observed that most of the $40,800 in other losses is in connection with the con- 
struction loans and includes one item of $31,000 which is a 1 percent fee paid 
to a savings and loan association for its commitment to purchase $3,100,000 in 
Veterans’ Administration guaranteed real-estate mortgages. 
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Routine operations are in deplorable condition and differences in verified 
accounts of $10,200 include a cash shortage of $4,100. Deposits continue to in- 
crease at a rapid rate and earnings are below average. Capital funds are inade- 
quate and the low capital ratio is declining. Sale of $100,000 in new stock was 
to be completed in December but it would require additional capital of approxi- 
mately $700,000 in order to provide a capital-assets ratio of 7 percent. 

Directors Reininga and Leon Marcus control 9,847 of the 17,500 shares. Execu- 
tive Vice President Edward A. Hintz, age 66, is the managing officer but he has 
very limited authority in management. Leon Marcus, age 60, is the principal 
factor. He has been a successful real-estate operator but admits he is not a 
banker. However, he is responsible for most of the classified assets and stoutly 
defends the various real-estate construction advances. He is an active real- 


estate dealer, is interested in various other business ventures and there is some 
indication of self-serving tendencies. 


Supervising Examiner Gover is following the situation closely and expects to 
join the State authority in another conference with the management at an early 
date. He also plans another examination in the first quarter of 1956. In the 
meantime, the bank is designated a “serious problem” case in the district office 
and the undersigned concur. 


Us. H. Sepp, 


Review Examiner. 
Concur : 


GEORGE B. JACKSON, 
Review Section Chief. 

Mr. Harl, when did this report come to the Board? 

Mr. Hart. Well, I don’t know that it ever came to the Board. 

The Cuarmman. Was it not submitted to the Board as a board ? 

Mr. Hart. No; it was never submitted to the Board. They circu- 
lated a memorandum, which is the policy down there. And the last 
paragraph of the memorandum says “Supervising Examiner Gover 
is following the situation closely ; expects to join the State authority 
and others in conference with the management at an early date. He 
also plans another examination the first quarter of 1956. In the mean- 
time, the bank is designated a ‘serious problem’ bank in the district 
ae and the undersigned concurs.” That is signed by a man named 
Sled. 

The Cuatmrman. Why don’t you think the Board should consider 
a report as serious as that, or do you think it should? Don’t you think 
it should? It seems to me it should. I just wondered why you think 
they should not. I assume you think that, or you would have taken 
it up. 

Mr. Haru. Well, at that time I was not calling the shots at all. 
But it had not been the practice, as Mr. Greensides said. These situa- 
tions, when they became serious enough to come to the Board, are 
handled out in the supervisor’s office. I think that is also the policy 
in your office, isn’t it, Mr. Gidney ? 

Mr. Gripney. Yes. 

The Cuatrman. I have been hoping we would come to the point 
where the Board plays a part in these things. What does the Board 
do? 

Mer. Hart. They recommend a section 8 (a) case. The Board takes 
the case, and if it finds it meritorious and should have a section 8 (a), 
after it has been screened by the legal department, section 8 (a) pro- 
ceedings are served. But in this case there was never any recommenda- 
tion up to this time for an 8 (a) citation. 

The Crarrman. I am ata loss to know why it was not recommended. 
Why isn’t that report of November 21, which arrived about January, 
serious enough to recommend a citation then ? 
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Mr. Greensipes. The law provides that we must have continuing 
unsafe and unsound ‘practices. This is the first step in the November 
1955, examination which gave us the key, in which we begin to operate. 
And in order to prove the continuing unsafe and unsound practices, 
we would need another examination to prove that they continue. 

The CuHarrMan. This has been becoming progressively worse for 3 

years. 
’ Mr. Greensipes. Not necessarily unsafe to the interests of the de- 
positors or the FDIC. They were not satisfactory policies. But we 
were still operating under the private enterprise system. These people 
were putting up the capital. And as long as the depositors or FDIC 
were not in danger, they had right to attempt to reconstruct their 
own affairs. But at the November 1955 examination, that gave us the 
first lead, or the first. opportunity, the first indication, that the de- 
positors’ interests and ours were becoming affected. 

The Cuarrman. When the substandard assets exceed the adjusted 
capital by $200,000, you do not think that endangers the FDIC? 

Mr. Greensives. Not necessarily. It may be due to half a dozen 
appraisals on mortgages that are not in the file, and the examiner 
sets them up because they are not there. The assets may be good. I 
think the very record that this bank has made with this terrible run 
that we were confronted with in recent weeks, shows that the bank 
was not so bad from the standpoint of the depositors’ interests yet. 
They have paid 40 percent of their deposit liability. Now, that is a 
very good record to make in the face of a run which lasted for weeks. 

Mr. Gipney. Senator, on the line of not taking credit for what has 
been done, I think there is a point here. This summary of these things 
reports : 


January 18, 1956, transmittal of November 21, 1955, examination report with 
request that supervising authority arrange conference. Advice to Washington 


office is that next report will be prepared on section 8 (a) basis if improvement 
not shown. 


So on January 18 that report was transmitted, and the way was laid, 
as Mr. Greensides suggests, for moving to the 8 (a). 


The CHAmMAN. ose memorandum is that—Mr. DeHority’s? 

Mr. Gipney. This is simply a record of what was done, I think that 
would be Mr. Gover’s transmittal. 

Mr. DeHortry, Mr, Gover asked the supervising authority, which 
was Mr. Hodge, in this case, to arrange this conference, and then his 
letter to the Washington office transmitted the report. 

Mr. Gipnry. And that was followed up by examination on March 
25, 1956. And I note here on March 29 they received a personal bond 
of Leon Marcus, and somewhat later he made a payment of $155,000 
to return some of the emoluments that he had taken improperly. 

The Cuatrman. We have some questions on that just a bit later. 
A member of the staff calls to my attention a sentence that seems 
quite significant in this report of Mr. Sledd’s of February 10, 1955: 

Routine operations are in deplorable condition and differences in verified 
accounts of $10,200 include a cash shortage of $4,100; Deposits continue to 
increase at a rapid rate and earnings are below average. Capital funds are 
inadequate and the low capital ratio is declining. Sale of $100,000 in new stock 
was to be completed in December, but it would require additional capital of 
approximately $700,000, in order to provide a capital-assets ratio of 7 percert. 

Mr. DeHority, do you know wliat that cash shortage means? What 
does that mean ? 
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Mr. DeHorrry. Well, it is a difference in cash, forty-one, whatever 
the amount is there—it would have been less than the amount called 
for by the books of the bank. 

The Cnatrman. Is that a very serious thing to occur in a bank? 

Mr. DeHorrry. Well, cash shortages occur in banks all the time. 
Senator, and some of them are unexplainable—just, I presume, honest 
mistakes. And actually in every one of those we pick up a report and 
submit it to the district attorney in connection with all those, even 
though they were 


The Cnarrman. I thought the books of banks were balanced every 
day. 

Mr. DrHorrry. Yes, but you find also a long and short account. 
You have a lot of individuals in a bank handling money, and they 
sometimes make mistakes. Sometimes they pay out too much for a 
check, and sometimes they pay out too little. And there may be mis- 
takes in connection with loans. It is not unusual to have cash differ- 
ences. 

Mr. Greensmpes. One bank just lost a million dollar Treasury note 
in recent weeks. There was quite a bit of publicity on that. 

Mr. DeHorrry. There is a human element in it. 

The Cramman. Well, T thought it was noteworthy that that was 
sufficiently unusual to make a news story. 

Mr. Greensipes. I agree with you—a million dollars. 

The Crarrman. Which indicates it is not an ordinary, everyday 
occurrence. 

Mr. Greensrpes. But there are apt to be some daily differences. 
Four thousand dollars is something that you want to investigate. 
But sometimes it is just an error that cannot be discovered, where and 
how it was committed. 

The Cuarrman. From March 26 to May 4, 1956, a special exami- 
nation was made of the Southmoor Bank by Examiner Sarsfield. 
Who recommended this to be made and why? Can you speak on that? 

Mr. Gover. Who recommended what, Senator? ! 

The Cruarrman. The special examination by Examiner Sarsfield, 
beginning March 26 of 1956. 

Mr. Gover. Yes. 

The Cuamman. You recommended that? 

Mr. Gover. Yes. We had previously indicated to our Washington 
office that we would make an examination during the first quarter of 
1956, and we just got under the line. 

The Cuameman. You recommended it. The FDIC Board did not 
recommend it. 

Mr. Gover. Well, it was not necessarily a recommendation. The 
supervising examiner has authority to do it. 

The Cuarrman. You did it. Did Mr. Sarsfield take any sworn 
testimony during the course of this examination under section 10 (b) 
of the FDIC Act? 

Mr. Greensiwes. Probably not, sir. That is rarely done. 

Mr. Gover. I don’t believe he did. 

Mr. Greenstpes. There is no record that he did. 

The Crarrman. Do you often take it? 

Mr. Greensives. No, sir. 

The Cuarrman. Have you ever done it? 

Mr. Greensives. I never did. 
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The CuamMan. As far as you know, it has never been done by the 
FDIC. : 

Mr. DeHoriry. Under oath, you mean? 

The CHarrMan. Yes. 

Mr. DeHortry. Oh, yes; it has been done. 

The Cuairman. But very seldom. 

Mr. DeHorrry. Very seldom. It is usually some institution where 


we have reason to believe that there are some defalcations and things 
of that sort. 


The CHarrman, Mr. Gover. 

Mr. Gover. I did that with Henry Beutel one time. 

The Cuarrman. Did he tell you the truth? 

Mr. Gover. I doubt it. 

The Carman. At the time you started this March examination, 
did you know about these diversions of commissions to Mr. Leon 
Marcus ¢ 

Mr. Gover. No, sir. 

The CHaiman. What did this special examination consist of ? 
How many men were involved and what did they do? And was it an 
audit or was it not? 

Mr. Gover. It was not an audit. Not having the examination 
report, I don’t know the number of men, If you want me to make a 
gues 
~ The Cuarrman, Yes, make your best informed guess. 

Mr. Gover. I would say from 12 to 15, 

The Cuairman. These were your men. 

Mr. Gover. Yes, sir. 

The CHamrmMan, They were really going over it with a fine-tooth 
comb at that time; is that right ? 

Mr, Gover. We intended to; yes, sir. 

The Caaiman. What were you looking for at that time? 

Mr. Gover. This was made for the primary purpose of citing the 
bank under section 8 (a). 

Mr. Greensipes. Senator, may I interject? I think you are draw- 
ing a connotation on the special examination that we do not use. 
Our policy is to conduct one regular examination a year. Any other 
examination would be a special. This just distinguishes between the 
regular examination 

The CHarrman. When you have an ordinary one, how many men 
are involved? Is it the same kind of examination ? 

Mr. Greensipes. Same examination ; yes, sir. 

The Cuarrman. Same number of people ? 

Mr. Gover. Well, we would not have quite as many in a bank of 
good condition, no, 

The Cuamman. As I pointed out, I don’t know about this. I as- 
sumed from your calling it a special examination that it was much 
more intensive and approximated an audit, with more people and all 
that. 

Mr. Gover. It was really what we call the first 1956 examination. 

Mr. Greensipes. Mr. Gover was throwing the book on this exam- 
ination, however. 

The Cuarrman. And you said 10 or 12 people were there, for how 
long? 
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Mr. Gover. From the close of business on March 26 until May 4. 
Now, they were not al Ithere toward the tail end of it. We took 
some off. But finally Mr. Sarsfield and the remainder that he wanted 
to continue with him were there until the end. 

The CuarrmMan. Some of them were there practically every day, 
every business day, during that period; is that right? 

Mr. Cover. Yes, that is their job. 

The Carman. I notice from the indictment in the Federal court 
of Messrs. Hintz, Hodge, and Epping, that it was charged that 6 
warrants were cashed on April 10, 1956, in the amount of $46,344.45. 
They cashed it right under the nose of your examiners; is that right? 

Mr. Gover. They could have. Now, those warrants are just like 
checks. 

The Cuatrman. Are they? 

Mr. Gover. After the examiner has balanced the cash at the start 
of the examination in a teller’s cage, he doesn’t know what checks 
are cashed daily. 

The Cuairman. Mr. Hintz knew your men were in the bank right 
on that day, did he not? 

Mr. Gover. He certainly did. 

The CHarrmMan. He had a lot of nerve, didn’t he? Did they cash 
these checks right there in the bank and take the money out right in 
the bank itself ? 


Mr. Gover. As the evidence has developed, they were cashed by the 
note teller. 


The Cuarrman. Are those warrants signed like a check? 
Mr. Gover. Yes. 

The Cuamman. They were not just printed documents. 
Mr. Gover. They are really a negotiable instrument. 


The CuarrMan. Does this bank keep records, photographic records, 
of all checks that are cashed ? 


Mr. Gover. This bank does not. 

Mr. Rocers. Is there anywhere in the bank record it would show up 
that a certain check was cashed ? 

Mr. Gover. No. 

Mr. Rogers. It would just show the total number of checks cashed 
during 1 day? 

Mr. Gover. That particular bank has a recordak, but I think it 
keeps pictures of so-called foreign checks, checks outside. 

Mr. Rocers. I am not talking about pictures. I am saying on the 
bank’s records, would it show up anywhere’ Is there any record kept 
of that? 

Mr. Groner. Their proofsheets and their block sheets should reflect 
the passage of that check or any check through the bank, show it by 
amount. 

Mr. Rogers. It would not identify it. 

Mr. Gipney. It would not identify it customarily. 

The CHarrMan. In the little bank that I am familiar with in a very 
casual way in Fayetteville, they take pictures of every check that goes 
through it. It isa small bank, not nearly as large as this. They have 
what they call a recordak machine, and it takes a picture of every 
check that goes through that bank. This is a $20 million bank, and I 
do not understand why they did not have what would reasonably be 
considered modern equipment. 
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Mr. Gover. Some do and some don’t, Senator. 

The CuHatrman. To me $46,000 is a rather sizable amount. Here is 
a relatively small bank, as Chicago banks go, where in 1 day $46,000 
in warrants were cashed. Isn’t that something that would arouse the 
curiosity of the normal examiner ? 

Mr. Gover. No. 

Mr. Greensipes. This bank would have normal cleari ings each day 
of a half-a-million to a million dollars or so. And after the initial 
start of the examination, those clearings would not be watched or 
checked, 

The Carman. But when they clear through a bank, it seems to me 
it would indicate something quite unusual. I would think it was un- 
usual for a relatively small bank to have that many State warrants 
clear through it. 

Mr. Greensives. No. It would all depend upon the bank’s clientele. 
This time it was Mr. Hodge. 

Mr. Watuace. Mr. C led it might be something which would 
not be noticed in and of itself, but along these lines, | find it rather 
unclear to me as to what the FDIC’s powers are with respect to having 
been able to do something about stopping the Hodge manipulations. 
As I understand it, first of all, the FDIC has complete investigatory 


power, is that not correct, from the law? It has complete power to 
investigate as thoroughly | as they wish. Is that right? 

Mr. Grrensipes. Yes, sir. 

Mr. Watxace. If such a thorough investigation were made, would 
you not get into the types of loans that were made by the bank? 

Mr. Greensipes. That is what we did get into, the types of loans. 


Mr. Waixace. And it never occurred to you at the time that it was 
somewhat unusual that the large amount of loans which were made to 
Mr. Hodge and Mrs. Hodge, and associates of Hodge? Were these 
ever brought to light by the FDIC im their investigations? 

Mr. Greensmes. As far as I know, there was only one loan that the 
bank made to them. 

Mr. Watxace. Well 

Mr. Gover. There was only one in there, Mr. Wallace, at the time 
of the examination, and it is in the examination report. 

Mr. Cosurn. And it was a small loan. 

Mr. Watiace. What I was wondering—the loans to Mr. and Mrs. 
Hodge—and that tied in with the fact that heavy State warrants were 
cashed in large numbers at this particular small bank on the South 
Side of Chicago—wouldn’t that cause some interest on the part of the 
FDIC? 

Mr. Gover. Well, we didn’t know anything about the warrants until 
we read it in the newspapers. 

Mr. Greensmes. You see, the warrants pass right on through, 
within the 24-hour period. You would never see them. 

Mr. Warzace. If you had made a thorough investigation—you 
never looked at the types of checks that come through ? 

Mr. DeHonrrry. If it happened to be somewhere the day they started 
the examination. But they cannot keep track of all the business that 
goes through there for the entire period of the examination. 

Mr. Gover. Everything at the close of business on this particular 
day that we started the examination, yes. 
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Mr. Wauxace. What happens to a warrant or a check when it is 
cashed¢ They take the warrant and they pay cash out of the till in 
exchange for the warrant. Then what do they do with the warrant / 

Mr. Gover. It goes through the clearing, through the Federal Re 
serve bank. 

Mr. Waxtace. They endorse it to the bank. 

Mr. Gover. In this partieular case, it went to the correspondent 
bank, the First National Bank, and then to the Federal Reserve bank. 

The Cuarrman. I am curious. Did they do it right in the bank? 
Describe it. 

Mr. Gover. I cannot describe it, because we didn’t know it. 

The Carman. Well, you know now, do you not? Tell us how 
they did it. 

Mr. Gover. According to what I read in the newspaper and what our 
man, O'Mara, developed after I found out about it and sent him down 
there to make the best investigation he could, either Hintz cashed the 
checks himself and took the money, or he authorized this note teller, 
I think his name was Schlitz, to cash the checks. And it says that 
this man Epping, and I think Mr. Schlitz says likewise—Mr. Epping 
carried some of the money away. Some of it Mr. Hintz took himself. 
And it has also been reported that he put it in an envelope. But there 
was no such envelope that could be found when our man investigated. 

Mr. Greensmpes. Mr. Wallace, as the warrant is presented to the 
note teller and cashed, it is listed with all other foreign checks and is 
mailed out that day to the correspondent bank for credit. So it goes 
right on through the bank. There is no record made of that. 

Mr. Wauuace. Is there any record that this particular check is the 
one which is being credited to the account of the Southmoor Bank? 
For example, if something happened and the check were proved to 
be no onal how would they find out who was responsible for it? 

Mr. Greensipes. When it came back to the bank, the endorsement 
would show who cashed the check there, and then it would go back on 
that individual, 

Mr. Wau.ace. As I understand your investigatory power, that 
means the power to quiz people, under oath, if necessary, but it is 
certainly to talk te people. Did anyone ever talk to Ralph Schlitz 
or anybody else in the bank about possible questionable practices? 

Mr. Greensipes. We wouldn’t have any occasion to. 

Mr. Wauuace. You knew that this fraudulent diversion of funds 
was going on. 

Mr. Greensipes. That wasn’t through—— 

Mr. Watxace. We are talking about the March 26 examination. 

Mr. Gover. You are talking about the warrants? 

Mr. Wauxiace. No. I am talking first of all about the March 26 
examination, that you knew that allegedly fraudulent diversion of 
profits was being carried on by the man who had the controlling 
amount of stock, Mr. Mareus. This caused you to be suspicious of 
the bank, and so you had this investigation. If you do have an in- 
vestigation, normally you would talk to various people in the bank. 

Here is Mr. Marcus, who is diverting profits of the bank. What else 
is he doing? Den’t you talk with the various employees of the bank 
about what is going on? 

Mr. Gover. Mr. Sarsfield, when he prepared his report to the United 
States district attorney of those irregularities, he undoubtedly talked 
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to everyone that he could dig up what information he could. And I 
know that he talked to Marcus. 

Mr. Wattacr. Now, here we come to the key point, as far as I ean 
determine it. And let me know if this is correet. When you made 
this special examination, you limited it to the diversion of funds. You 
did not examine anything else. 

Mr. Gover. No, sir. That was during this March 26 examination. 

Mr. Watxiace. And you made a general investigation of the bank. 

Mr. Gover. That was when this was disclosed, during our regular 
examination. 

Mr. Watiace. When this was disclosed, when you found this out, 
did you then proceed to go ahead with the general investigation of 
the bank to see what else was going on besides this diversion of profits ? 

Mr. Gover. As best as we could. 

Mr. Waxxace. Or did you merely turn this over to the United States 
attorney or let it go at that? 

Mr. Greensipes. No, the examination was completed. 

Mr. Copurn. The examination was completed and it was used as 
a basis for our section 8 (a) proceeding. 

Mr. Watxace. What I am driving at is that you found this diver- 
sion of funds, but you turned that over to the United States attorney, 
but that is all you did. 

Mr. Copurn. No, that is not all we did. 

Mr. Watuace. What else did you do? 

Mr. Copurn. We filed a section 8 (a) proceeding. It is in the 
record, and you know it. 

Mr. Wattace. Did you talk with Mr. Ralph Schlitz in the, course 
of your investigation ¢ 

Mr. Gover. Mr. Sarsfield’s report indicates he did. 

Mr. Wataace. That he talked with Mr. Schlitz? Do you have a 
copy of the report on that? 

Mr. Gover. Mr. Sarsfield’s report was concerned with the diversion 
of the funds. Mr. O’Mara’s report, which had to do with the war- 
rants, shows that he talked with Schlitz, yes. 

Mr. Wataace. That is after the warrants were discovered ? 

Mr. Gover. That is right. 

Mr. Wautace. But not before. 

Mr. Gover. Not before. 

The CHatrmMan. At the-moment, I still am a little vague why under 
these circumstances, where you have discovered considerable suspi- 
cious cireumstances, and this report I have read is very critical, you 
did not have an audit. I am told by a member of the staff that the 
Home Loan Bank Board requires audits of savings and loan asso- 
clations, is that right ¢ 

Mr. Gover. You mean why didn’t the FDIC make an audit? 

The Carman. Yes. 

Mr. Gover. Well, later I recommended to the Board of Directors 


that they employ outside public accountants to audit all these diver- 
sion transactions. 


The Cuatrman. Did they do that? 


Mr. Gover. And they have not entirely completed it. They have 
completed a portion of it. 
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The Cuamman. Was that audit confined just to the commissions 
= these real-estate loans, or was it an audit of all the affairs of the 
yank ¢ 

Mr. Gover. It was an audit confined to those three accounts. 

The Cnarrman. Why didn’t you have a general audit of the bank? 

Mr. Gover. Well, I can’t answer that. 

Mr. Greensipes. We recommend to banks constantly that they do 
have internal audits. But I don’t know as we have the power, Sena- 
tor, to order an audit. 

The Cuarrman. You can make one yourself; can’t you? 

Mr. Greensipes. Not an audit. 

The Cuarmman. You cannot? 

Mr. Greensives. We do some audit work during the examination, 
but we would not be prepared to—our own procedure is not set up 
to conduct audits. 

The Cuarrman. Do I understand you to mean that you have not the 
authority to do it, or that you do not do it as a matter of policy. 

Mr. Greensipes. I doubt if we have the authority to order a bank 
to engage in an audit. 

The Crarrman. To do it yourself. 

Mr. Greensives. I doubt if we can audit. 

The Cuarrman. Do you agree, Mr. Coburn, as counsel, you do not 
have authority to do it? 

Mr. Conurn. It certainly has not been done, to have a deposit ac- 
count verification, and it has been discussed with bankers, and we 
would run into a lot of difficulty. Here is a bank, say, and we decided 
upon an account verification of all depositors. 

The Cuarrman. What do you mean that you would run into diffi- 
culty? You mean the bank wouldn’t like it? 

Mr. Copurn. The depositors would become suspicious and cause 
a run on the bank. They would know about it if we made an account 
verification. 

The Cuatrman. Why? 

Mr. Copurn. Because we would have to go to them for the verifi- 
cation, each one of the depositors, 20,000 of them. 

Mr. Rocers. Are you saying that you do not have the authority? 

Mr. Cosurn. The statute uses the term “examine” banks. 

Mr. Rogers. “Thoroughly examine.” 

Mr. Cosurn. There is only one reference to “thorough.” We think 
that probably all of our examinations are thorough. But it does not 
constitute an audit, and there is a substantial difference between a 
bank examination and an audit. The audit primarily is an account 
verification of both the liabilities and the assets. 

The Cuarrman. For the moment, let’s talk just about your author- 
ity, aside from policy. This language occurs in section 10 (b). 

Each such examiner shall have power to make a thorough examination of all 
the affairs of the bank, and in doing so he shall have power to administer oaths 
and to examine and take and preserve the testimony of any of the officers and 
agents thereof and shall make a full and detailed report of the condition of the 
bank or corporation. 

Do you think that gives you the authority to audit the bank? 

Mr. Cosurn. Well, it is in broad languaye. Certainly the history 
of bank examination through the years has not deemed it to be an 
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audit, and to my knowledge, and from my information, none of the 
supervisory authorities through the years have ever 

The CuHarrman, That may be a matter of policy. I am only talking 
whether or not you have the authority. 

Mr. Greensipes. In the accounting profession there is a distinct 
difference between examination and audit. 

The Crarrman. If you think that, then we ought to consider at 
least the advisability of giving you the authority to audit in cases of 
these very serious problem cases. Don’t you think we should, Mr. 
Gidney ¢ 

Mr. Gipnry. Well, I am doubtful of setting up any idea that a 
complete auditing procedure is incumbent on or authorized to the 
supervisory department. 

The Cuamman. Would you say they should have the power to 
require an independent audit be made where it is serious? 

Mr. Gipney. That, I think I said earlier, would probably be helpful. 

The Cuairman. I would like to solicit your suggestions. 

Mr. Gipnry. What I am saying is that we have a very hard time to 
keep staff enough, competent and all, to do the job we have, and that 
would pile up a monumental proposition. We just could not handle 
that. 

The CuarrmMAn. Well, that is all I wanted to know—what your best 
judgment is. 

Mr. Gipney. I think in this statutory matter here, such special 
examination is necessary “whenever in the judgment of the board of 
directors such special examination is necessary to determine the con- 
dition of any such bank for insurance purposes.” In other words, we 
are doing it for insurance purposes. There is some question of how 
much further or how deeply we should go into some other detection. 

The CHarrman. I am a delegate to the meeting of the International 
Bank, and I must, leave to go to a meeting with the Secretary of the 
Treasury at this point. So, we will recess now and take up from here 
at 2: 30 on this line of questioning. 

(Whereupon, at 12:35 p. m. the hearing was recessed until 2:30 
p. m. of the same day.) 

AFTERNOON SESSION 


The Cuairman. The committee will come to order. 

Did you have something you’d like to say [addressing Mr. Coburn] ? 

Mr. Cosurn. I just thought I would like to clear up the record so 
far as this examination, the last one we were talking about, the exami- 
nation of March 26, 1956. That was a regular examination, regular 
in every respect as the ordinary examinations. The same techniques 
were used. The same forms were used as an ordinary examination, 
a regular examination. There was.some reference to “special,” and 
I wanted to—— 

The Cuarrman. My notes said “special.” Mr. Gover testified that 
they had more people than usual and they stayed longer than usual. 
In that sense it’s special. 

Mr. Copurn. Well, in that sense it’s special ; yes, sir. 

The CHamman. There were more people who stayed longer and 
were more thorough than at a regular examination. 
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Mr. Copurn. It was because we were going into a special problem 
case and preparing for a section 8 (a) proceeding. 

Mr. Wattacr. In that sense it was special then. 

Mr. Copurn. Not special; no. 

The Crarran. I didn’t mean special from other serious problem 
cases but special compared to your routine, ordinary examination. Is 
that right ¢ 

Mr. Greensipes. We use the term “special examination” to indicate 
the second or third examination of the year. The first examination of 
the calendar year is the regular. Any other examinations after that 
in that calendar year are specials. But the technique is the same. 

The Cuarrman. Are you trying to say that there was nothing suf- 
ficiently serious here to warrant special attention ? 

Mr. Convrn. No; I’m just saying we used the same technique. This 
was not going in for a limited or special purpose. It was going in for 
a full examination of the bank classification of assets. 

The Cuatrman. Then do I understand you wouldn’t bother for a 
special one under any circumstances, no matter how bad the circum- 
stances ? 

Mr. Corurn. No, sir. I’m just trying to identify the type of ex- 
amination that we used. It was a full, complete examination as is 
ordinarily made with a problem bank. 

The Caarrman. I was about to compliment you on taking note of 
the situation that was obviously very bad and maybe you ought to 
give it very special attention. 

Mr. Copurn. We were giving it special attention, but the type 
of- 

The Cuarreman. All right. 

Mr. Cosurn. Examination that was made. 

The Cuarrman. This morning in the examination I believe Mr. 
Greensides said there was only one loan from either Mr. Hodge or 
his family. Is that correct? 

Mr. Greenswes. The examination in 1956, this March examina- 
tion, as I recall there was but the one loan. 

The CHarrman. There was one note? 

Mr. Greensipes. Yes. 

The CHarrman. Had there been any other notes there that you 
know about ¢ 

Mr. Greensipes. Not that I know of. I read it in the report. 

The CHarrmman. Mr. Clyde Yeomans of the General Accounting 
Office, I believe, was with the members of the staff and assisted the 


committee and I think knows about it? I don’t know about. it. Is 
Mr. Yeomans here ? 


STATEMENT OF CLYDE YEOMANS, GENERAL ACCOUNTING OFFICE 


Mr. Yeomans. Yes. 


The CHarrman. Mr. Yeomans, I wondered if you would testify 
about this subject. 

Mr. Yeomans. We made no complete examination of the Southmoor 
records, but we were informed by officials and also through Mr, Mar- 
row of the FDIC that there were a series of notes that either Mr. 


Hodge or some of his business associates had from time to time with 
the bank. 
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The CuarrMan. Could you tell us about that? What are the facts 
about it ? 

Mr. Yeomans. Mr. George Ehret had a loan. It was secured on 
December 10, 1952, and the due date was March 10, 1953. It was 
a 3 percent unsecured note for $15,000. 

That was paid off in February 3, 1953, at which time he secured an 
additional loan of $30,000, due “May 4, 1953. That in turn was paid 
May 26, 1953, at which time he sec ured another loan of $20,000 due 
November 2, 1953. That was paid on September 10, 1953. 

Mr. Wauuace. May I identify Mr. Ehret? 

The CuatrmMan. Yes. 

Mr. Wattace. A partner of Orville Hodge in the ownership of 
Esquire Apartments } in Fort Lauderdale, Fla, 

The Cuatrmayn. Is he any relation? Or a business partnership? 

Mr. Watxace. It’s a business partnership. 

Mr. Yeomans. In addition, George Khret and Pearl Ehret and 
Orville Hodge and Margaret Hodge secured a loan, demand unse- 
cured note, September 10, 1953, for $25,000. On October 16, 1953, 
the same individuals secured an additional loan of $20,000; £25,000 
of the $45,000 borrowed was paid January 8, 1954, and an additional 
$10,000 was paid on January 8, 1954, and on January 14, 1954, the 
remaining $10,000 was paid off. 

Mr. Wauuace. George and Pearl Ehret were husband and wife, 
and Orville and Margaret Hodge were husband and wife. All four 
were partners in the Esquire Hotel. These were further loans to 
these people, but they were unsecured loans. 

Mr. Yeomans. The Alton Wood River Development Co. secured 
a loan on July 26, 1955, a secured note for $30,000. That was due 
December 15, 1955. An additional $30,000 was secured on August 
12, 1955, due December 15, 1955. 

On January 30, 1956, $30,000 was paid off, and at the same date 
an additional $30,000 was paid off. This was 6 weeks after the due 
date. 

Mr. Wattace. Alton Wood River Development Co. is a company 
of which Hodge is the vice president. And I may say with respect 
to these loans that there is in the folders correspondence from Hodge 
which indicates that Hodge is connected with the loans. 

Mr. Yromans. J. Roy Browning secured a loan on November 20, 
1953. It was a demand secured note for $20,000. On April 20, 
1954, he secured an additional $6,000 that was due October 30, 1954. 

The $6,000 was paid off October 20, 1954. And on October 21, 
1954, he secured an additional loan of $6, 000 due January 18, 1955. 
On January 18, 1955, the $6,000 was paid off. 

On January 18, 1955, he secured an additional loan of $5,000. - That 
was due on April 11, 1955. 

On January 25, 1955, he paid off the $20,000 aes and on April 
26, 1955, the $5,000 remaining balance was paid off. 

On April 26, 1955, he secured an additional $ $5,000 note due June 
17, 1955. On June 24, 1955, the $5,000 note was paid. 

On June 24, 1955, he secured an additional loan of $5,000 due Au- 
gust 16,1955. On August 18, 1955, this $5,000 was paid. 

On the same date, August 18, 1955, he secured an additional loan 
of — due October 17, 1955. On October 20, 1955, the $5,000 was 
repaid. 


83551—56—pt. 1——_11 
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Mr. Wautace. That was J. Roy Browning, who was Hodge’s at- 
torney and assistant in the Elmwood Park Bank proceedings, and 
the collateral he used, incidentally, for this was the Elmwood Park 
Bank stock, 1,000 shares. 

The CuarrMan. You mean he was borrowing this money at South- 
moor to pay for the stock in Elmwood Bank? 

Mr. Wauuace. That’s right. 

Mr. Yromans. P. Warren Smith secured a loan of $50,000 on De- 
cember 13,1954. It was a demand secured note. On January 16, 1956, 
the $50,000 was repaid. Collateral in this was also Bank of Elmwood 
stock, 

Mr. Wauace. This was a replacement of the Browning loan, using 
the same collateral, and P. Warren Smith succeeded J. Roy Browning 
as the nominee for the stock. 

Mr. Yeomans. Mr. Paul Fleming secured a loan on June 12, 1953, 
of $10,075 due September 10, 1953. It was a secured loan. On June 
12, 1953, he secured an additional loan of $10,075 due September 10, 
1953. 

On October 2, 1953, he took—the $10,075 was repaid. And the same 
date an additional $10,075 was repaid. 

On October 2, 1953, he secured an additional loan of $10,000, de- 
mand note. On October 2, 1953, he secured an additional $10,000. 
On November 20, 1953, $10,000 was repaid, and on the same date the 
additional—the balance of $10,000 was repaid. The security for this 
loan was also Bank of Elmwood stock. 

Mr. Watuuace. That’s the same security. It went from J. Roy 
Browning. Then he was succeeded by P. Warren Smith, and he was 
succeeded by Paul Fleming. What was the interest on that loan’ 

Mr. Yeomans. The card had no record of interest on that loan. 

Mr. Wautace. Do any of these show interest that you read before? 

Mr. Yeomans. The bulk of them were 3-percent and 314-percent 
interest notes. 

Margaret Hodge loan account showed that on September 10, 1953 
she secured a loan of $10,000 at 314 percent, demand secured note. On 
January 14, 1954, this was repaid. 

On January 14, 1954, she secured a loan of $20,000, demand, secured, 
at 314-percent interest rate. 

On March 2, 1954, she secured an additional $8,000 on the same 
terms. 

On January 25, 1955, she secured an additional $20,000 at the same 
rate. 

On January 25, 1955, $3,455.55 was repaid. 

On April 8, 1955, she secured an additional $24,100 at 314 percent 
interest. 

On April 21, 1955, $1,144.45 was repaid. 

On June 1, 1955, $20,000 was repaid. On the same date an addi- 
tional $20,000 was repaid. 

And also on June 1, 1955, $22,955.55 was repaid as well as $4,544.45, 
the balance in the account at that time. 

On June 1, 1955, she secured $40,000 at 314 percent interest. 

On July 15. 1955, $30,000 of this was repaid, and on June 28, 1956, 
the balance of $10,000 was repaid. 

These were all demand secured notes. 
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Mr. Watxace. These notes were all to Margaret Hodge, and there 
was a great variety of collateral used—in too much detail to go into. 

The Cuatrman. Do you want it in the record? 

Mr. Watuace. No, I'd rather not. 

Mr. Yeomans. In addition to that, there was a mortgage made to 
Orville E. Hodge and Margaret Hodge—— 

Mr. Waxtace. This was a mortgage on their property at Lake 
Springfield. It’s a $25 mortgage-—— 

The Cuarrman. What? 

Mr. Watiace. $25,000—$24,100 mortgage—which by July 17, 1956, 
had been paid down to $21,585. 

Mr. Yeomans. Five hundred eight fifty. 

Mr. Greensipes. That’s the one I referred to. 

Mr. Watxace. Then, in addition, there were other loans to indi- 
viduals which their folder showed had been recommended for loan by 
Orville Hodge. "Would you read this list of names? 

Mr. Yeomans. Do you want their title as well? They’re State 
representatives mostly. 

Mr. Watxace. Don’t give their title. They’re generally State rep- 
resentatives or senators. 

Mr. Yeomans. Charles J. Jenkins, William Kidwell, James P. Lan- 
non, Elroy C. Sanquist, Charles Ed Shaffer, Albert Scott, Fred J. 
Smith, Ralph Stephenson, Harold W. Widmer, Kenneth Wilson, Noble 
W. Lee, William Lyons, and Morris E. Muhleman. 

And, in addition, there was a Dixon Mill Sales Agency, George H. 
McElroy, Adams Sales & Service Co, 

Mr. Watuace. I think the point of all this is that these loans were 
all 3, 314 percent loans, and that Mr. Hodge was in quite profusely 
before and during the latter months before he resigned as State auditor. 
It would seem that with all this in the record an investigation would 
disclose—it would seem that it would disclose—the fact that Mr. 
Hodge was there in the bank in the operations of it. And yet he was 
the man who not only had the power to examine the bank, he had the 
power to close the bank. 

Tf you had known this, wouldn’t it have appeared questionable to 
you? 

’ Mr. DeHorrry. Do I understand this is taken from the records of 
the bank ¢ 

Mr. Watxace. That’s right. Ledger sheets. 

Mr. DeHorrry. Did you take it off? 

Mr. Yeomans. Loancards. I didn’t check the notes. 

Mr. Greensines. These were secured loans and were being paid 
promptly. The examiner would have seen them and would have passed 
them after determining that they were collectible and satisfactory. 

Mr. Wattace. Part of them were secured, and part unsecured. But 
the point is they were Hodge loans in effect. I mean Hodge was in 
the folders, and some of them were directly to Hodge or his wife or 
known partners of Hodge. 

Three of the loans were paid off in January 1956. Alton Wood River 
Development Co. was paid off in January 1956. The J. Roy Brown- 
ing loan was paid off in October 1955. The loan to Margaret. Hodge, 
which is collateralized, was still in existence in the early part of 1956 
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The mortgage was still in existence in 1956. I don’t know the dates 
on these individual loans which Hodge had recommended. 

Mr. Greensines. Well, Hodge is reputed to be a wealthy man, and 
with secured loans the examiner satisfied himself, and he only re- 
ported in the report what he thought was worthy of interest. 

Mr. Waxtace. What is the law with respect to an examiner of the 
FDIC making a loan at a bank? 

Mr. Greensives. An examiner may not borrow from a bank. 

Mr. Wattace. But it didn’t occur to you as out of the ordinary for 
a man who is not only the boss of the State examiners, but can actually 
close the bank to be making loans at this bank? This didn’t occur to 
you as being questionable? 

Mr. Greensipes. No. Men are engaged in business even though 
they are in the supervisory field by appointment. They are not 
estopped from conducting their business operations. And these were 
secured loans. They would have attracted much more attention, much 
closer scrutiny, had they not been secured loans. 

Mr. Watuace. What is the loan limit of that bank? 

Mr. Greensipes. What’s the loan limit, Mr. Gover? I’m not famil- 
iar with it? 

Mr. Gover. It would be roughly 15 percent of $550,000. Ten percent 
would be 55, plus 27.5. 

Mr. Wattace. About $80,000 would be the loan limit? 

Mr. Gover. Around 70. 

Mr. Wattace. Seventy? 

Mr. Gover. Seventy-odd thousand. 

Mr. Wautace. That’s of the secured loans. What would be the loan 
limit on an unsecured loan? 

Mr. Gover. That’s the same thing, unsecured. 

Mr. Wauuace. The $45,000 unsecured loan would be a pretty large 
unsecured loan for anybody, wouldn’t it? 

Mr. Gover. Well, depending on who it was and what kind of a 
financial statement they had. 

The CHarrman. Doesn’t it strike you at all as a circumstance that 
would warrant some investigation that the supervising authority of 
a bank is making a lot of loans either himself or his wife or his friends 
or even recommending people for loans? 

Mr. Gover. These loans, Senator, as far as we were able to ascertain 
during our examinations, they were not in Hodge’s name, and 

The Cuarmman. Some of them were. Not all of them, but some 
were, and in his wife’s name. 

Mr. Wattace. Then Hodge—— 

The Cuarrman. Let him answer. You can come along. 

Mr. Gover. There was one loan in his wife in there at one time, I 
remember, that was well secured by marketable securities and wouldn’t 
have been subject to comment. ean 

The Cuarrman. Do you consider that the prohibition for your 
making a loan at the bank doesn’t apply to your wife going making a 
loan at the same bank? Is it all right for your wife to go borrow—— 

Mr. Gover. My wife? 

The Cuatman. Yes. 

Mr. Gover. Well, I think so. 

The Cuarmrman. Does she borrow from any of the banks that you 
examine? 
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Mr. Gover. That I have examined? Or subject to my—— 

The Cuamman. Under the law under which prohibits you from 
makingaloan. In 18U.8.C. 217 there is a direct prohibition against 
any loan or gratuity to any examiner or assistant examiner who ex- 
amines or has authority to examine such bank. Isn’t it against the 
law to do that? Would you consider it perfectly proper for you to 
borrow in your wife’s name under the same circumstances? 

Mr. Gover. Well, my wife has borrowed some money from banks, 
not State—— 

The Cuairman. Banks that you couldn’t borrow from under this 
law ¢ 

Mr. Gover. Under the law as I understand it I can’t borrow from 
any bank. 

The Cramrman. No; I wouldn’t understand that—from any bank. 

Mr. Cozsurn. Yes, your Honor. 

The Cuatmrman. Any bank at all? 

Mr. Copurn. Any insured bank. 

The CuHamman. Any insured bank? 

Mr. Gover. Well, there’s very few—— 

The Cuarrman. I'll put in the record at this point what the law is: 
18 U. 8. ©. 217. Offer of Loan or Gratuity to Bank Examiner. 

Whoever, being an officer, director, or employee of a bank which is.a member 
of the Federa! Reserve System or the deposits of which are insured by the 


Federal Deposit Insurance Corporation, * * * makes or grants any loan or 


gratuity, to any examiner or assistant examiner who examines or has authority 
to examine such bank, * * * shall be fined * * *. 


The provisions of this section and section 218 of this title shall apply to all 
public examiners and assistant examiners who examine member banks * * * 
or insured banks, whether uppointed by the Comptroller of the Currency, by the 
Board of Governors of the Federal Reserve System, * * * or by the Federal 
Deposit Insurance Corporation, or appointed or elected under the laws of any 
State ; but shall not apply to private examiners or assistant examiners employed 
only by a clearinghouse association or by the directors of a bank. 

Actually, that “appointed or elected under the laws of any State” 
would seem to me almost to apply to Mr. Hodge. 

I haven’t examined it thoroughly, but I want that in the record. 

I'd like to ask Mr. Harl: Do you think that this was proper for 
Mr. Hodge to borrow money from this bank ? 

Mr. Hart. As I understand it, Mr. Hodge was a man who had a 
statement—I have never seen the statement. All I know is the news- 
papers, who showed net worth around a million dollars. 

he Cuairman. I don’t care if it was $10 million. Is it your point 
that it’s perfectly all right so long as he has—— 

Mr. Hart. I don’t think the statement—I don’t think it’s ethical for 
him to borrow money, but it’s a matter between ethics and law, Senator. 
This man had a statement, as I understand it, around a million dol- 
lars, and all I know is what I read in the newspaper, but he claimed 
to be a millionaire, and his wife claimed to have some inheritance, I 
think some $200,000. 

Now, I think that it was wholly unethical, but as to prohibition 
against his borrowing, there was no prohibition for him to borrow 
money based on his statement. 

The Cuatrman. What do you think about it, Mr. Gidney? Do-you 


think it’s quite all right for Mr. Hodge to borrow money from this 
bank? 
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Mr. Gipneyr. No; certainly not. 

The Cuarmman. Do you think it’s all right for his wife to borrow? 

Mr. Gipney. I think if the loan is well secured and not too large 
an amount that would not necessarily be improper. 

The Carman. He apparently recommended a great number of 
loans here. 

Mr. Groney. I think it’s a terrible practice. 

The CuarrmMan. Doesn’t it strike you that it’s so sufficiently out of 
order that it ought to attract your attenion to his circumstance? 

Mr. Gwney. Well, I think the examiner should have—if he could 
have picked it up, he should. But if he had picked it up, he should 
have brought it up. 

The Cuarrman. We get back to what an examination is supposed 
todo. I was going to ask that question. Wouldn’t your examination 
reveal who these loans were to and who recommended loans? Isn’t 
that one of the purposes of the examination? 

Mr. Gover. Not who had recommended them. 

The Cuarrman. In the file on a loan, isn’t it significant who recom- 
mends that the bank make a certain loan? 

Mr. Gover. Ordinarily the examiner wouldn’t—— 

The Cuarrman. Wouldn’t look at that? 

Mr. Gover. Unless he had some question as to the loan, now, 

The CuatmrMan. And to the examiner the name Orville Hodge was 
no different from Joe Doakes or Joe Smith or anybody else? 

Mr. Gover. Well, the one loan to Mrs. Hodge, whatever her name 
was—Margaret—was well secured. The mortgage loan 

The Caarrman,. Did you know who Mr. Browning and Mr. Fleming 
were? Did you know who Mr. Browning was? 

Mr. Gover. I know who Mr. Browning is. I don’t know Mr. 
Fleming. 

Mr. GREENSIDEs. Senator, I’d agree that the examiner should have 
reported to Mr. Gover in the examination these recommendations of 
loans coming to the bank from Hodge. If they were in the credit files, 
they should have been reported. 

The Cuarman. Were not all of these loans made after 1953, begin- 
ning—well, first, when did Mr. Hodge become auditor of the State 
of Illinois? 

Mr. Gover. 1952 I—— 

The Cuamman. What time? Do you recall? 

Mr. Gover. I think the first of 1952 or the first of 1953, Senator. 
I’m not positive. 1952—elected in 1952 and probably took office the 
first of the year in 1953. 

The Cuarmrman. Was he a borrower in this bank prior to 1953? 

Mr. Gover. Not to my knowledge. 

The Cuarmman. All of these notes were made—these loans that have 
been mentioned by Mr. Yeomans—were made after he became auditor? 

Mr. Gover. Well, Mr. Yeomans has the dates there. 

Mr. Yeomans. I believe they were all after 1953. 

Mr. DeHortry. If I followed you correctly, a good many of those 
loans were not in the bank at the time of the examination. Some of 
them were, but just a few of them were there during the examination 


period. 
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Mr. Wattace. Some were paid off earlier. Some were paid off 
shortly before your examination. Some were still in existence. 

Mr. DeHorrry. Weren’t there at the time of examination, so the 
examiner might not have had opportunity 

The Cuarmrman. My attention is called to this comment in the report 
of Mr. Ewell H. Sledd, of February 10, 1956, who comments in this 
fashion in the first paragraph—I think I'll read it all. 

The unfavorable trend in asset condition of subject bank is continuing at an 
accelerated rate. The currently classified loan total of $3,517,400, which includes 
$84,800 loss and doubtful, is highly excessive at 27 percent of total loans and more 
than 500 percent of book value. Losses consist of $31,300 in commercial loans 
and $848,500 in installment credits. Construction loans comprise more than 
$2,600,000 of the substandard total, and almost $2 million of the specially men- 
tioned lines. Two other substandard lines amounting to $77,200 are those of 
companies in which directors Reininga and Leon Marcus are interested. 

Now, in that case you noted that directors are interested in these 
loans, and I assume this was a criticism. Here’s the auditor, who in 
many respects has more of an interest and more power over the bank 
than the director who is taking loans from it. 

I think the point is, it seems to me, that’s a circumstance that any 
reasonable man examining the bank would have—his curiosity would 
have been aroused. His suspicions would have been aroused. 

Mr. Greensives. Senator, you will notice most of those loans are 
out of the bank at examination date. Mr. Hodge normally had infor- 
mation when the examination was to be conducted. The examiner 
would only be appraising the loans that are on the books at the time of 
the examination. So it was possible for Mr. Hodge to-—— 

The Cuarrman. Well, I haven’t checked it. You mean this last 
special examination? But they weren’t out on every examination day; 
were they ? 

Mr. Greensives. The number was reduced I believe by examination 
dates. I don’t know whether Mr. Yeomans checked that or not. 

The Cuairman. That could be an explanation. 

Mr. Greensives. He read off the dates they were. Most of them 
were out of there I believe on the November examination and the 
February 1956 examination. 

The Cuarrman. Is there any restriction in Illinois law against the 
auditor borrowing from a bank under his jurisdiction? Do you know, 
Mr. Coburn ? 

Mr. Cosurn. I wouldn’t—— 

The Cuarman. Will you look that up and supply that for the 
record ? 

Mr. Cosurn. I'll supply it. 

The Cuarrman. It would be most unusual if there weren’t; don’t 
you think? 

Mr. Cospurn. Well, I mean I think we commented maybe at the 
hearing the other day whether or not a commissioner could still own 
stock in a bank under his jurisdiction. In some States there is no 
prohibition. I know about that. 

On the loan of the commissioner or State authority I don’t know 
but 1’ll supply the information. 
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(The information referred to follows :) 


FEDERAL DeEposiIr INSURANCE CORPORATION, 
Washington, D. C., October 1, 1956 
Mr. J. H. YINGLING 
Chief Clerk, 
Committee on Banking and Currency, United States Senate, 
Washington, D. C. 


Deak Mr. YINGLING; In accordance with the request of your committee staff, 
we have examined the Illinois statutes and have found no provision prohibiting 
bank loans to the auditor of public accounts. Section 8 of the Illinois banking 
Jaws (sec. 8, ch. 1614, Smith-Hurd Illinois Annotated Statutes) makes the fol- 
lowing provisions against loans to bank examiners appointed under the Illinois 
banking laws: 

“No bank or banking association organized under the act, and no officer, di- 
rector, or employee thereof shall hereafter make any loan or grant any gratuity 
to any bank examiner appointed under the provisions of this act. Any bank 
officer, director, or employee violating this provision shall be deemed guilty of a 
misdemeanor and shail, upon conviction thereof, be punished by a fine of not more 
thar five thousand dollars ($5,000) or by imprisonment in the county jail for not 
more than one year, or by both such fine and imprisonment.” 

With kindest regards I am, 

Sincerely yours, 
Roya L. Copurn, 
General Counsel. 

The Cuarrman. Is there any restriction in the Federal statutes 
applying either to FDIC-insured banks or national banks against 
loans by the bank to directors of that bank ? 

Mr. Greensipes. No, sir. 

Mr. Cosurn. There are no restrictions. 

The Cuatrman. Do you know on national banks, Mr. Gidney? 

Mr. Gipney. No law against a director borrowing, no, sir. There’s 
a law against an officer borrowing more than $2,500. 

The Cuamman. An officer borrowing more than $2,500 from his 
own bank ? 

Mr. Gipnry. From a Federal Reserve member, national or State 
member. But no prohibition against directors borrowing. Of course, 
it’s customary for examiners to—that’s always listed when examiners— 
examiners customarily make an effort to assemble lines that are asso- 
ciated. That’s a very important part of examination. 

The Cuatrman, Your examination ? 

Mr. Gipney. Well, all examinations. But you don’t always find it. 
That’s a part of examination technique—to get together. Sometimes 
that shows up troubles that you wouldn’t see readily. 

Mr. Greensipes. There’s a special schedule in the examination 
report for directors, officers, and employees’ borrowings. 

The Cuamman. I may be much too ignorant of these practices, but 
it seems to me where you are relying, as I assume you were to some 
extent, on the State auditor in connection with the State banks, that 
his borrowing would be a red flag immediately that this is something 
most unusual, 

Mr. Gover. Well, Senator, whatever it may be worth, I discussed 
that matter with Mr. Sorenson, the chief examiner. 

The Crrarrman. You discussed these loans? 

Mr. Gover. I discussed any borrowing of Hodge as to whether it 
was a violation of the law. 

The Carman. When did you do that? 
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Mr. Gover. Sometime within the past year or so. 

The Cuamman. Approximately. I don’t mean you can remember 
every date. 

Mr. Gover. Whenever we saw a loan in during an examination. 
Now, whether it was this March examination or the one previous I 
don’t know. 

The CuatrmMan. Go ahead. 

Mr. Gover. But he said that the State attorney general had ren- 
dered an opinion that it was not a violation. 

The Cuatmrman. I would take it that the existence of his loan had 
come to your attention. 

Mr. Gover. Oh, yes, certainly. We listed them in—not all of those 
that Mr. Yeomans—we listed the one this last time in the examination 
report. 

Mr. Watiace. Which one did you list? 

The Cuamman. The mortgage? Is that the one? 

Mr. Watiace. The mortgage? 

Mr. Cosurn. On Springfield. 

Mr. Watxace. The mortgage ? 

Mr. Gover. The mortgage loan. 

Mr. Watzace. But you didn’t list the one to Margaret Hodge? 

Mr. Gover. That was well secured by a marketable collateral and 
we—it was passed over. 

Mr. Watuace. With respect to one of these loans, the Alton Wood 
River Development Co., that was a $60,000 loan which was paid off 
on January 30, 1956, which was between your November examination 
and before your March examination. 


I would like to say for the record that this same loan was — 
9 


for by Mr. Hodge to the Elmwood Bank, Elmwood Park Bank, and 
Mr. Hodge’s good friend, John Russell, turned it down. He said the 
a thought he was going to get good securities, and he 
said: 

It was all stock. There was attached to it a sheet with quotes on how much 
it was worth, but I couldn’t get any verification of any of the quotes, and even 
if I had I wasn’t happy about it because it was over-the-counter stock. It was not 
what had been told to me. And I took it up with our committee, Smith and 
Drexler and myself, John Sullivan and Marvin Anthony, and we turned it down. 

Mr. Gover. Well, was that in the bank at any of our examinations? 

Mr. Watuace, All I’m saying is this particular loan which you say 
is well secured was turned down by Mr. Hodge’s good friend, John 
Russell, and the Elmwood Park Bank, because it was not well secured. 

Mr. Gover. No, I was speaking of the one signed Margaret Hodge. 

Mr. Wattace. Oh. Margaret Hodge? 

Mr. Grpney. I think you’re talking about different loans. 

Mr. Wattace. I said I was talking about Alton Wood River loans— 
that these loans were not necessarily good. 

Mr. Gover. I don’t know whether Alton Wood River loan was in at 
the time of our examinations or not. 

Mr. Watxace, It was paid off on January 30, 1956, which, as I said, 
was between your November examination and before the March 
examination. 

Mr. Cosurn. Then we wouldn’t have any record of it. 
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Mr. Gover. There would be no reason for the examiner 
Mr. Wauxace. It was in during the November examination, was 
it not? 

Mr. Gover. I don’t know. 

Mr. Wautace. Yes, it was, because our records show it was paid 
off on January 30, 1956. 

Mr. Gover. Well, when was it made? 

Mr. Wauuace. Made in July and August 1955. 

Mr. Gover. Well, if so, it’s quite possible that it was criticized 
among these criticized assets by our examiner, but we didn’t know 
anything about Hodge’s connection with it. 

Mr. Watxace. I think you will find in the correspondence in the 
file it’s noted Hodge is vice president of the Alton Wood River De- 
velopment Corp. Isn’t that true, Mr. Yeomans? 

Mr. Yromans. Well, Mr. Charles Rooter was president, Mr. Harry 
Steinoff secretary-treasurer. Orville Hodge was 

Mr. Greensipes. Was the same collateral tendered to Elmwood 
Park ? 

Mr. Wattace. Yes, it was. 

Mr. Greensives. Identical ? 

The CuarrmMan. One last question. After this investigation, when 
was the bank actually cited—the Southmoor Bank? 

Mr. Gover. The formal 

Mr. DeHorrry. June 6. 

Mr. Gover. Formal citation June 6. 

The Cuarrman. Is it from that point the 120 days runs? 

Mr. Greensipes. Yes. 


The Cuarman. Why did it take so long from January to June to 
cite them ? 


Mr. Gover. Well, as I said before, it was—we recommended it. I 
think in 


The Cuarrman. I guess you’re not the one to answer that. You rec- 
ommended in January. 

Mr. Gover. Let Mr. Coburn answer it. 

Mr. Cosurn. It came into the office on the 28th of May, and we got it 
to the Board by June 6. 

CS CuHarrRMAN. What was going on between January and the 28th 
of May? 

Mr. Cosurn. The examination started on March 26. 


The CHarmman. That’s the special one? Is that right? I just 
wanted to—— 


Mr. Cosurn. Yes, sir. 
The Cuatrman. The regular one I mean. The “regular special” 
one. 
Mr. Cosurn. The March 26 examination started then. The report 
got into the office on May 28, and we got it to the Board in a week’s 
time. 

The CuarrMan. Was it in this examination of March, the one be- 


ginning in March, that the diversions to Marcus’ personal accounts 
were discovered ? 


Mr. Gover. Yes, sir. 
The Cuarmman. Would you explain to me the significance of the 


diversions and the way they were carried out? Are you the proper 
one to do that? 
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Mr. Gover. Well, I suppose so. The builders were charged a com- 
mission of either 2 or 214 percent on these loans. 

The Cuarman. By the bank? 

Mr. Gover. By the bank through the proceeds of the loan. And 
portions of that, instead of going to the bank's profits, went to one of 
these three accounts—the Southmoor Foundation, the Southmoor Se- 
curities A account, or an account entitled “Attorneys’ Fees.” 

The CuatrMan. Well, explain how it operated. How did he do it? 

Mr. Gover. Well, he just 

The CHamrman. Marcus was—here he was the boss of the bank; 
wasn’t he? What did he do? 

Mr. Gover. There was this commission over and above the normal 
charge on these loans charged these borrowers. 

The Cuarrman. Well, was a commission normal in other banks? 
Did the bank get the commission? I mean was this a completely 
unusual charge or a usual charge that was diverted from the bank ? 

Mr. Gover. Well, some banks charge commissions and some don’t. 

The Cuarrman. In other words, it was a practive at least among 
some banks to charge 2, 214 percent commission, and it went to the 
bank? 

Mr. Gover. I don’t know the percentage, but some banks do charge 
a commission on that type of loan. 

The Cuarmman. And it goes to the bank? All the significance of 
that is it gets a little higher interest rate in effect; isn’t it? 

Mr. Gover. It should have gone to the bank, of course. 

The CuarrMan. That’s all I wanted to know. 

Mr. Gover. It should have gone to the bank. 

The Cuarrman. How did he divert it? I mean did the borrower 
just pay it directly to him and he took it and deposited it in his own 
account? What happened? What was the mechanics of it? 

Mr. Gover. The en was disbursed—these were construction loans 
that are disbursed in parts as the building progresses. And the bank 
carries on its—either assets side or liabilities side, as the case may be, 
in accounts payable or accounts receivable account, and when the 
final—when the loan is finally completed, the profit goes to the bank’s 
profit account. But in this case part of it went to these—one of these 
three accounts. 

The Cuarmrman. Who made the entries? Did Mr. Marcus make 
them, or did the regular bookkeepers make it? How is it done? 

Mr. Gover. I don’t know. Mr. Sarsfield made a detailed report. 

The Cuarrman. Have we got that report? Have you got a copy 
of it? 

Mr. Cosurn. Yes; we have a copy. 

The Cuarrman. Are you familiar with it? 

Mr. Cosurn. No; not other than just for 

The Cuatrman. Was this done, in other words, surreptitiously by 
Mr. Marcus, or did everybody in the bank know about it? 

Mr. Cosurn. The claim was made when it was discussed in the 
board meeting by counsel for the bank that it was—the books were 
open, available, the information could have been gotten from the 
books 


The Cramman, You mean—-Open? Why didn’t you discover it 
then? When did it start—this practice of taking the commissions 
for Marcus’ personal account? May I say those three accounts you 





168 ILLINOIS BANKING SITUATION 


mentioned—they are Mr. Marcus’ accounts? He wrote checks on 
them? Is that right? 

Mr. Gover. Well, I don’t know who else’s they would be if they were 
not his. 

The Cuarrman. Then the answer is “yes” ; isn’t it ? 

Mr. Gover. Yes. 

The CuarMan,. I don’t know. I’m just asking you. 

Mr. Gover. Well 

The Cuamman. They were his accounts! Any time he wanted 
money out of them he wrote on them? Is that right? He didn’t ac- 
count for somebody else? 

Mr. Cospurn. Your Honor, they were deposit accounts, and there 
was a signature card, but somebody in the Marcus family—that is, 
Marcus and Rosene, his son-in-law, had withdrawal privileges. 

The CHarmman. Yes. It was clear that he was the fellow who got 
the money ¢ 

Mr. Copurn. Yes. 

The Cuarrman. Now go ahead. You said that it was open and the 
books shoked that this payment of these fees to Mr. Marcus’ 
accounts 

Mr. Greensipes. Senator, I doubt if the report to the Department 
of Justice will indicate the mechanics, but it would run something 
like this: Presumably Mr. Rosene, being present at disbursement 
of the funds on the mortgage, would prepare the debit and credit 
tickets to reflect the transaction on the books of the bank, and that 
one of the tickets would be a credit to either the foundation or to 
the A account or one of the other accounts and only a portion of the 
commission would go to the earnings account. 

The Cuarrman, Did the board of directors know about this? Was 
it reported to the board of directors ? 

Mr. Gover. Not—— 

Mr. Copurn. Of the Corporation or of the bank? 

The Cuarman, Of the bank. 

Mr. Gover. Not until this Mr. Sarsfield disclosed it. 

The Cuamman. I see. 

Mr. Gover. It was reported then; yes. 

The CHarmman. You knew about it as the examiner? Did you 
know about it as examiner? Did the examination show it? 

Mr. Gover. Not until this report was—— 

The Cuamman. Not until that final special one? 

Mr. Gover. Well, until this Mr. Sarsfield made this last examina- 
tion. 

The Cuarrman. I see. 

Mr. Rocers. Mr. Chairman. 

The Cuarrman. Mr. Rogers? 

Mr. Rocrrs. There was no attempt on the part of Mr. Marcus to 
hide this in any way. It was all out on the books; was it not? 

Mr. Gover. Well, it was hid in such a way that you couldn’t—it 
was difficult to find it. 

Mr. Greensipves. They were in the deposit ledgers, and there are 
some 20,000 of them in the whole bank. Credits made to those ac- 
counts would not appear under any individual depositor’s account— 
would not be analyzed except on the basis of some information or 
reason. 
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The CuamrmMan. How much of these diversions went to the South- 
moor Foundation account? Give the figures for each account, for 
the three accounts, and the period of time over which those deposits 
were made if you have it there. 

Mr. Cosurn. This is not—the time period is not available, but 
the report shows that on a recapitulation on page 5 of the report that 
was sent to the district attorney Southmoor Securities, Inc. A account 
credit is $89,656.36, Southmoor Foundation account credit is $67,- 
924.31, attorney fees credit $17,938.49, the Leon Marcus Special Trans- 
action $47,838.20, H. L. Mareus Transaction $700, and the G-2525 
Transaction $100; subtotal $224,157.36; less duplications $16,950.70 ; 
with a total $207,206.66. 

The CHarrman. Was an independent audit made of these accounts 
by C. P. A.’s? 

Mr. Cosurn. We have an audit that has been submitted and the 
scope of it seems to be limited to the foundation. And therefore we do 
not think that the audit is complete. 

But as a result of that, counsel—we are advised that counsel has 
advised Mr. Marcus to make an additional restitution of $52,000. 
$155,000 has heretofore been restored. And we are not satisfied that 
the scope of the independent audit is sufficiently wide to make sure 
that it meludes all of these transactions. 

The Cuarrman,. If you are not satisfied with the audit as made, why 
couldn’t you make your own on those particular counts ? 

Mr. Cozpurn. Well, the bank undertook to do it, and we were going 
to. We’re waiting for our checkup examination, may I tell you. 

Mr. Greensipes. That’s a requirement under our citation that an 
audit be made. 

Mr. Copurn. We’re going to check on it when 

The Cuamman. The staff was apparently under the impression 
Bansler & Kiner, 130 North Wells Street, Chicago, had made an audit 
of those accounts. 

Mr. Cosurn. They were supposed to have made the audit but the 
apparent scope of it is not sufficiently wide to satisfy me, at least, that 
they have made a complete check of all of these accounts, and we are 
going to insist that either they do it or we do it. 

Mr. Gover. The only report that has been actually made is on this 
Southmoor Foundation. 

The CHarrman. Those three that you mentioned, that’s the re- 
port 

Mr. Gover. All three of them are to be made, yes, sir, or may be 
in process. 

The Cuarrman. Where did I get the figure $161,900 as being the 
amount of the diversion ? 

Mr. Gipney. That’s in the citation. 

The Cuamman., In the citation ? 

Mr. Greensipes. In the citation, yes. 

The Carman. That figure is the one comparable to the $155,000 
which he actually paid ? 

Mr. Greensives. Yes. 

The Cuamman. These other items you mentioned, some other. ac- 
counts that are still additional ? 

Mr. Cosurn. Yes, sir. 
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The Cuarrman. So you take the position that the total amount 
hasn’t yet been paid, you think—— 

Mr. Cosurn. That’s right. 

The Cuarrman. As I understand it, Mr. Sarsfield sent the United 
States attorney a report on these diversions on May 3, 1956; is that 
right ? 

Mr. DeHortry. That’s the date of his report. It wasn’t actually 
transmitted to the district attorney until under date of May 17, 1956, 
through the office of the Corporation here in Washington. 

The Cuamman. To complete the record, when did he pay back the 
$155,554 ? 

Mr. DeHonrtry. I think one day in June when they were here, when 
Mr. 

Mr. Copurn. We had a conference with Mr. Hintz and Mr. H. L. 
Marcus and counsel representing the bank. They had present with 
them a check for $150,000, and Mr. Gover’s men have checked that 
that has been credited to the bank. © 

The Cuarrman. Who is the proper one to testify as to what Mr. 
Marcus said was his position? Mr. Coburn or Mr. Gover? 

Mr. Copurn. Well, I have never seen Leon Marcus. I have never 
seen him. 

The Cuarrman. Do you know? What did he say when you con- 
fronted him with these accounts? 

Mr. Gover. He admitted it as being improper and with his attorney 
said they would make restitution, and it seems that there was $6,100 
at that time that the bank directors—what ever the difference is be- 
tween $161,000 and $155,000--decided were legitimate expenses. But 
he did reimburse the bank to the extent of the $155,000 and it was 
checked by our examiner as being put into the undivided profits 
account. 

The CuHarrman. You say he admitted it was improper? 

Mr. Gover. Yes, sir. He said he did no wrong but he just didn’t do 
it right, but he didadmit that it was improper. 

The Cuarrman. Mr. Coburn, when was the Southmoor Bank situa- 
tion first brought to the attention of the legal staff ? 

Mr. Copurn. Well, I think that—it’s my recollection that we had 
some information coming from Mr. Gover’s office that they were in 
the process of writing up a report in which they were going to recom- 
ment a section 8(a) preceeding, so that we were probably looking for 
it. I think the first time the Legal Division Sahes real knowledge 
of it was subsequent to May 29. 

Mr. Grpney. Mr. Coburn, here’s a memorandum April 3 that you 
had something relative to a merger. 

Mr. Copurn. The bank—they had a merger transaction in reference 
to their trust company. 

Mr. Gipney. Oh, that was it? 

Mr. Copurn. A year before. In which they merged a trust com- 
pany. Ihave forgotten the details ofthat. But we had a matter that 
we worked on in the Legal Division about undertaking—with Mr. 
Marcus with reference to the obligations of the trust company that 
was merged into the Southmoor Trust Co. But that had nothing to 
do with this phase of the transaction. 

Mr. Gover. As soon as Mr. Sarsfield had decided upon his classifi- 
cations, I called Mr. DeHority by telephone, which was about March 
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26, and reported to him the approximate condition of the—not March, 
May 9; 1 beg your pardon, May 9—and reported the approximate con- 
dition that the bank—that the report would show when it was pre- 
pared and submitted. 

The Cuarrman. Is this correct: That on that report, the March 26 
report, to which you have referred, it showed that the fixed and sub- 
standard assets amounted to $4,056,300 compared with a capital ac- 
count of $779,500, and adjusted capital account of minus $264,300? 
Is that correct ? 

Mr. Gover. That’s correct. 

The Cuarrman. And that this shows that the adjusted capital ac- 
count had declined from 3.2 percent of the average total assets on 
November 21, 1955, to minus 1.3 percent ¢ 

Mr. Gover. That’s correct. 

The CuarrmMan. And that the management was rated as poor? 

Mr. Gover. Yes. 

The Cuarrman. The memo of June 5, 1956 is critical of the fact 
that almost 88 percent of the excessive loan volume is predicated on 
real estate and construction loans. What is a normal proportion of 
such loans in a commercial bank? (See appendix, p. 227.) 

Mr. Gover. Mr. DeHority, can you answer that? 

Mr. DeHoriry. I would say it was unusual for commercial banks 
to handle that sort of thing. 

The Cuarrman. Handle them at all? 

Mr. DeHorrry. Unusual for a commercial bank to handle that sort 
of a loan. We have some banks that do it but are usually making the 
loans for FHA—+to be insured by FHA and probably transferred to 
insurance companies or other purchasers. 

The Coamman. Would you say this disproportionate concentration 
in real estate and construction loans is risky ? 

Mr. DeHorrry. Well, it depends on whether—it’s a highly special- 
ized business, and it depends on the people that are handling it. And 
in this ease we thought it was risky, and actually we were of the 
opinion that it had gotten beyond these folks, that they were beyond 
the—— 

The CHarrman. Even if they were good loans, would you say the 
bank is performing its proper function as a bank if it specialized in 
such loans? 

Mr. DeHorrry. Well, that would depend on what they were doing. 
I suppose the bank is normally expected to take care of the demands in 
its area, 

The Cuamman. But not 

Mr. DeHorrry. If they are processing the loans and they are good 
loans and they are processing them and turning to somebody else and 
they know what they are doing, they could probably be all right. 

The CHarrman. The point I was trying to make is that building 
and loan associations specialize in real-estate loans. Commercial 
banks normally look after the business interests of a community. 
Don’t you think that’s right, Mr. Gidney ? 

Mr. Groner. Senator, I ought to put in something there I think. 
In the national banks we have statutory limitations on the so-called 
straight real-estate loans. They can go up to the amount of their 
capital surplus or 60 percent of their time deposits, whichever is 
greater. That’s the limitation. 
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The Cuarrman. Of their time deposits? 

Mr. Groner. Of their time deposits. The national banks are au- 
thorized to make construction loans on residential properties, and my 
recollection is that the total of that mustn’t exceed more than 50 per- 
cent of their capital funds. We have recommended that that power 
be extended to construction loans on commercial and industrial 
properties. 

In other words, there isn’t a clear answer. It’s recognized as a 
good kind of business if it’s wel handled. Some banks go into it 
stronger than others, and that doesn’t mean that they are a poor 
bank. It’s not a question you can answer categorically. 

The Cuamman. With this situation, however, that existed in this 
bank, would that have been possible or permissible under the regila- 
tions of the national banks had this been a national bank? 

Mr. Gipney. I think these figures would have gone beyond those, 
wouldn’t they, Mr. DeHority ? 

Mr. DeHorrry. Yes, they would. 

Mr. Gipney. Would have gone beyond the permissive stage. But 
1 haven’t looked it up to be definite on that. 

The Cuatrman. I have some figures here that I won’t bother to 
read, but there is one circumstance that is a little curious to me. The 
ATA as I understand it stands for the average total assets. Is that 
right? 

Mr. Gover. Yes, sir. 

The Cuarrman. I thought that the assets balanced the liabilities in 
a bank. Normally is that true? 

Mr. Gover. Well, the average is taken over the past year, and, of 
course, it fluctuates. 

The Cuatrman. So the average total assets do not necessarily equal 
the liabilities? Is that right? 

Mr. Gover. No. As of the date of the examination they need not. 

The Cuamman. On page 4 of this memorandum you refer to the 
capital assets ratio of 5.3 on August 17, 1948, changing to 4.1 on May 
15, 1953, to 3.2 on November 21, 1955. Now, as we heard Friday, the 
national average is 6.9 percent. At what point in this rather gradual 
but consistent deterioration would you say the situation became 
serious ¢ 

Mr. Greensides, you might offer your opinion on that. 

Mr. Greensives. Well, we begin to work pretty hard at the 5 percent 
level. 

The Cuarmman. That was in 1948. 

Mr. Greensives. Well, I know some districts have had a much more 
rapid growth in assets due to shift in population and industry, and 
they have been working against a pretty hard set of economic facts. 
But this bank—the increases in capital which had been obtained were 
not sufficient to keep pace, and I think they were correct at this time 
in calling this a critical situation. 

The Cuarrman. I notice on page 5 of the Southmoor Bank recom- 
mendation from the review examiner to the Board of Review and 
the Board of Directors of June 5, 1956, that note was made of three 
large deposits—Charles Fleck, Cook County public administrator, 
$1,000,000; Herbert C. Paschen, Cook County treasurer, $450,000; and 
treasurer, State of Ilinois, $1,500,000. Could you explain why these 
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substantial deposits were considered significant from FDIC’s point 
of view? 

Who should make that comment? 

Mr. DeHorrry. Well, the large deposits are usually the first ones 
to go out and the ones that hurt them the most. And this bank was 
heavily loaned in face of the fact that they had a large amount of 
public funds. 

The Cuarrman. Did this—— 

Mr. DeHorrry. A good part of it was secured. 

The Cuarrman. What? 

Mr. DeHorrry. Actually a good part of that was secured by pledge 
of Government securities. 

The Carman. Did the earlier examination report show these sub- 
stantial public deposits? 

Mr. DeHoriry. Each report shows the public deposits, yes, sir. 

The Cuarrman. Did this bank have an unusual percentage of its 
deposits in these large public deposits or an average or below average ? 

Mr. DeHorrry. Well, that question I couldn’t answer. I think that 
we have furnished the—— 

The CuatrmMan. It had about $3 million, I’m told, out of some $19 
million. 

Would you know about that, Mr. Gidney? What would you say? 

Mr. Gipney. I don’t know very much about that, but that’s a gen- 
erous amount. 

Mr. WauLAce. How much did they have in 1953? 

Mr. DeHorirty. In our examination of May 18, 1953 the public funds 
were $638,000. 

The Cuarrman. May of 1953? 

Mr. DeHorrry. May of 1953, yes, sir. 

The Carman. And by spring of 1956, March of 1956, $3 million. 
Do you think that was a significant factor? 

Mr. DeHorrry. Yes, that’s a good amount of public funds. 

The Cuarrman. Is it a circumstance that might raise to a reason- 
able person some question about why this little bank attracted such 
large amounts of public funds? 

Mr. DeHorrry. Well, I wouldn’t really know whether it would raise 
a question or not as to the propriety of it. It’s not unusual to find a 
bank that has seemingly more than its share of public funds. I un- 
derstand in Illinois as far as the State funds are concerned they ask 
for bids on them. 

The CHatrman. What’s that? 

Mr. DeHortry. The State treasury in Illinois I understand is re- 
quired to ask for bids on it. 

The Cuarmman. Ask for bids on it? 

Mr. DeHorrry. That’s my understanding, yes, sir. 

The Cuamman. Is that right? Is that your understanding, Mr. 
Gover ? 

Mr. Gover. Bids on the time deposits, yes. 

The CHatrmMan. May 10, 1956, Leon Marcus resigned as director. 
H. L. Marcus resigned as president and became chairman of the board, 
and EK. A. Hintz became president. None of the Marcus stock interest 
was sold at that time, was it?—May 10, 1956? 

Mr. Gover. No, sir; not to my knowledge. 


83551—i6—pt. 1——-12 
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The Cuatrman. What action followed after Sarsfield’s report of 
May 4, 1956, and the change of officials on May 10? Is that the time 
of the citation? 

Mr. Gover. On May 9, before the citation, I had a conference with 
President H. L. Marcus, Executive Vice President Ed Hintz, and 
Director Leo Marcus. And at that time, Mr. Leon Marcus agreed that 
he would immediately inject $200,000 of new capital into the picture. 
Also he proposed an arrangement to convey the building in trust to 
secure the—he and Mr. Reininge and their folks owned the building 
that the bank occupies. He agreed to convey that in some manner 
satisfactory to all concerned in trust to secure the assets subjected to 
doubtful and loss classification. He also agreed to or proposed to 
transfer voting rights of 51 percent of his stock to a committee com- 
posed of President Edward—Vice President Edward A. Hintz and 
Directors Frank A. Cramsey and Joseph A. Riley. 

The Carman. I didn’t understand. Did you oppose or approve 
Mr. Hintz staying on as president of the bank ? 

Mr. Gover. At this time we did not object. 

The Cuarrman. You did not object to Mr. Hintz. Well, what time 
was that? What date is that? 

Mr. Gover. May 9. Mr. Marcus further agreed to resign the next 
day as a director—Mr. Leon Marcus. And stated that he would not 
under any circumstances seek reelection as a director in the future. 
Mr. H. L. Marcus proposed to resign as president and be designated 
as chairman of the board and counsel and be paid appropriate fees 
for whatever legal duties he performed. Mr. Hintz was to be elected 
president at the same salary he was drawing. They were to at- 
tempt to locate an acceptable executive vice president as assistant 
to Mr. Hintz. The duties of Mr. Rosene were to be confined only to 
completion and sale of the mortgages now in process, and he was to 
have no authority to make loan commitments or pay out or sell mort- 
gages without the written approval of the auditor or any other person 
designated by the president. 

The Cuamman. How does that differ from the agreement you had 
before? It is about the same, isn’t it? 

Mr. Gover. Sir? 

The Cuatrman. The agreement that you asked them to make in 
there is about the same as the previous agreement, wasn’t it, about 
authority to make loans? 

Mr. Gover. It is a little more. Here we got a rather definite com- 
mitment that we would get $200,000 of new capital stock into the 
bank, and also that the building would be pledged. 

The CuatrmMan. Have they got that $200,000? 

Mr. Gover. Well, we have not—— 

The Cuamman. What? 

Mr. Gover. We have not. This was before the citation. This was 
on May 9. We were to receive the building, which they claimed to 
be worth $300,000. I am not an expert appraiser, but I would think 
$200,000 would be more nearly correct. Mr. Marcus was to resign, 
and his stock was—the voting rights of his stock was to be trans- 
ferred to this committee as long as the assets, doubtful and loss assets 
classified in the examiner’s report, remained there, and as long as the 
total loans of the bank onapeial 40 percent of the assets. He agreed 
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to resign. And, as I say, Mr. H. L. Marcus was to resign, and Mr. 
Hintz was to be made president. Mr. Rosene’s activities were to be 
restricted. And an earnest effort was to be made to replace certain 
other members of the board to strengthen the board of directors. 

I made no commitments that that would be satisfactory, because of 
the contemplated section 8 (a) proceedings. 

The CuatrmMan. Mr. Gover, a copy of this June 6, 1956, citation 
was sent to Mr. Orville E. Hodge, as auditor, public accounts, who 
was authorized to shorten the period of corrections and additions. 
Have you a copy of Mr. Hodge’s reply ? 

Mr. Gover. Mr. Coburn, can you answer that? 

Mr. Copurn. No; I do not have a copy. Our statute contemplates 
—and we actually sent a copy of the citation to the bank directly our- 
selves, veer. many times the State commissioners don’t follow 
through. 

The CrarrMan. Yeu didn’t send one to the auditor. 

Mr. Cosurn. We did send one to the auditor; yes, sir. Now, I 
don’t recall in our files a reply from the State auditor. But the noti- 
fication went directly to the bank. Mr. Gover had indicated to us 
that from conferences with Mr. Sorenson that the Commissioner 
would not shorten that period. And so in drafting—— 

The Cuarrman. Did he do that in writing? 

Mr. Gover. I don’t think, Senator, that he ever replied in writing. 

The CHarrMAN. You don’t think he did. 

Mr. Gover. I don’t think so. 

The CHatrman. I will read you one paragraph from the June 6, 
1956, letter to Mr. Hodge, signed by Mr. A. J. Logan, Acting Secre- 
tary. He is the Acting Secretary—— 

Mr. Cosurn. Of the Corporation. 

The CuatrMan. The third paragraph states: 

It is requested that you acknowledge receipt of this letter and advise of your 
action, if any, to reduce the time within which the bank may make the necessary 
corrections and the date upon which you notify the bank of the unsafe and 
unsound practices, violation and correction order. 

Now, you don’t think he ever responded to that in writing? 

Mr. Gover. To the best of my knowledge. 

The CuarrMan. Did he tell you verbally he was not going to shorten 
it? 

Mr. Gover. I didn’t talk to him. I talked with Lyman Sorenson. 

The CHarmman. Sorenson told you Orville Hodge would not? 

Mr. Gover. He told me he did not think the State department would 
be willing to shorten the time. 

The CHatrman. And of course they did not. You just said you 
had no objection to Hintz continuing as president of the bank. As 
of what date was that ? 

Mr. Gover. May 9. 

The CHarrman. May 9, 1956? 

Mr. Gover. Yes,sir. , 

The Cuatrman. And also the date of the citation was June 6. You 
raised no question about Mr. Hintz. 

Mr. Gover. In the citation of June 6? Oh, prem, the citation— 
we didn’t object to Mr. Hintz. Is that correct 
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Mr. Cosurn. Senator, I might tell you that between June 6 and— 
I don’t have the date; there may be a memorandum on it—Mr. Hintz 
and Mr. H. L. Marcus and Mr. Welsh, counsel for the bank, came down 
to our office and conferred generally about the requirements of the cita- 
tion. And we started out 

The Cuarrman. Came to Washington? 

Mr. Copurn. Yes, sir. First we talked about the building, and we 
advised them that the building would—if they used that in their 
capital, they would have have to transfer fee title to the building as 
distinguished from some trust arrangement that had previously been 
proposed in conferences in Chicago. They also submitted a form of 
irrevocable proxy to be signed by Mr. Marcus, which form had been 
prepared by H. L. Marcus’ partner. We told him in reference to 
that that we thought such irrevocable proxy had no particular value; 
it could be revoked notwithstanding that it purported to be an irrevo- 
cable proxy at any time by the stockholder attending the meeting ; that 
if Mr. Marcus did not sell his stock, the best he could do would be to 
prepare and submit for approval a formal proxy agreement; but that 
we had not had happy experiences with such arrangements and unless 
everything else was in order, that kind of an arrangement would not 
be satisfactory. 

‘In reference to management, we told them that they would have to 
get somebody under Hintz to go along for additional management in 
the bank. :; 

As to Marcus, there was some discussion, I recall, about Mr. H, L. 
Marcus retaining the title of chairman of the board more or less for 
window-dressing purposes, and we advised them that we would have 
to await the results of the criminal proceedings, because if the district 
attorney went forward on that and there was any conviction on that, 
of course that would disqualify them and we would have to wait and 
see the outcome. 

In other words, this was giving them an outline of the program 
to be worked for in complying with the requirements of the citation. 

The Cuamman. Mr. Gover, did the special examination indicate 
that Mr. Hintz knew of or participated in the diversions to Mr. Leon 
Marcus’ personal accounts ? 

Mr. Gover. No, it did not. 

The Cuarrman. How could that be when the testimony is that these 
were open and aboveboard matters? They were concealed in no 
manner. 

Mr. Gover. It didn’t until Sarsfield informed him. But there was 
no indication that he participated in it. 

The Cxuamman. He was the operating man. How could he avoid 
knowing about these very large diversions? How could he avoid 
noticing that his bank, which he was operating, did not receive the 
customary commission fees on these loans? 

Mr. Gover. That I do not know. Apparently no one, as far as we 
were able to ascertain, no one but H. L. Marcus and Rosene around 
the bank knew anything about it. 

The Cuatrman. Well, Mr. Hintz, though, I understood was the 
prineipal operator of the bank as opposed to the owner. 

Mr. Gover. That is right. 

The Cnuatrmman. And T believe you said, or Mr. Greensides, or 
someone said there was no effort to conceal these. 
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Mr. Cosurn. I said Mr. Welsh represented that when he came down 
to discuss it with us. But I know nothing about the facts. 

The Cuatrman. I understood the testimony to be that 

Mr. Cosurn. Mr. Welsh represented that. Mr. Welsh was counsel 
for the bank, has been counsel for Mr. Marcus, and represented the 
bank at our negotiations. 

The CuarrmMan. Well, does anybody here question that? Do you 
question, Mr. Gover, the statement that there was no concealment of 
the payment of these commissions to Mr. Marcus’ accounts? 

Mr. Gover. Well, there is concealment to the effect that Mr. Rosene 
apparently ckayed all the debit and credit tickets that went from 
the—after these loans were completed, that went to the credit of these 
accounts, and 

Mr. Rogers. Well, wasn’t it true—— 

Mr. Gover. And it isn’t customary to check past transfers of that 
kind. 

The CHamman. Mr. Rosene, I understand, handled the construc- 
tion loans for the bank, is that right ? 

Mr. Gover. That is right. He handled the closing of the loans. 

The Cuamman. Mr. Gover, did Mr. Hintz ever disagree, did he 
evidence any disagreement with the banking practices carried on by 
the Southmoor Bank? 

Mr. Gover. Frequently. He made trips to my office personally and 
to the State Department, apparently trying to get us to take his part, 
carry the load for him, in claiming that he could not handle Leon 
Marcus. 

The CuHarrmMan. When was the first time he complained about that? 

Mr. Gover. Well, it has been as much as 2% years ago, I would say. 

The CHairman. He had great patience, I take it, with these 
practices. 

Mr. Gover. Sir? 

The Carman. He had great patience to put up with Mr. Marcus 
through this long period. He had as much patience as the FDIC. 

Mr. Gover. Well, he more or less could not help himself. Mar- 
cus 

The Cuarrman. Did he ever complain about the way he was treated 
by the State auditor ? 

Mr. Gover. No. 

The Carman. He did not. Mr. Harl, what do you think about 
Mr. Hintz? 

Mr. Har. Well, here is the information we had. I would like to 
read it into the record. 


The executive vice president, Edward A. Hintz, became associated with the 
bank in March 1948. While his title is that of an executive officer, it is the 
opinion of the Federal Deposit Insurance examiners that he is subject to the 
decisions of the Marcus interests. Our files indicate Mr. Hintz was previously 
employed in various Chicago banks since 1908, excepting 2 years between 1941 
and 1948 when he was with the United States Treasury Department and at the 
Chicago office of the Alien Property Custodian. Immediately prior to his ap- 
pointment in the subject bank, Mr. Hintz served as vice president and president 
of the South Shore Bank of Chicago. 


I don’t know Mr. Hintz, but this record would seem to indicate that. 
he had held many reliable positions. He had been with the Treasury, 
with the Alien Property Custodian, he had been with other banks, 
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and he came to this bank from the South Shore National Bank of 
Chicago. And that is the only record I had on Mr. Hintz, which 
I read here, Senator. 

The Cuarrman. Was Mr. Hintz on the FDIC payroll in 1942-434 

Mr. Haru. Mr. Hintz? Not to my knowledge. I asked about it 
and they told me he was on the payroll of the Alien Property 
Custodian. 

The Cuamman. Mr. Hintz testified to the staff that he was on the 
FDIC payroll. 

Mr. Hart. I asked Mr. Tefft. I heard about that and asked Mr. 
Tefft and Mr. Tefft said that he never hired him at all, that he asked 
for a position and was not hired, but was hired by the Custodian of 
Alien Property. To my knowledge, he was never on our payroll. 
But the personnel records would show it. But I was told specifically 
he was never on our payroll. 

The Cuarrman. Was Mr. Leo Crowley chairman of the FDIC? 

Mr. Harv. Yes, sir. And he was also Custodian of Alien Property. 

Mr. Cospurn. Mr. Crowley was Custodian of Alien Property. I was 
told by our controller that there might have been a short period when 
we were on a compensatory basis, we were picking up the payroll for 
Alien Property on a reimbursable basis. But he was never actually 
an employee of the corporation. They occupied adjoining quarters 
in Chicago for at least a period of time. Technically, he might have 
been on our payroll, but it was only on that reimbursable basis. 

Mr. Greensipes. Senator, I was in Washington at that time, when 
the Alien Property Custodianship was set up, and Mr. Crowley was 
appointed. And our personnel division did the screening and re- 
cruiting for a short period of time while Alien ee was being 
set up and their own personnel department established. 

The Cuarrman. I am told Mr. Hintz testified he was chief ad- 
ministrative officer of the FDIC. 

Mr. Greensipes. We didn’t have such an office, to my knowledge, 
at that time: 

The CHarrMan. Well, Mr. Hintz thought well of himself, I take it, 
in any case. Mr. Wallace will read from the record on that. 

Mr. Wattace (reading) : 

Mr. Hintz. In 1942 through the recommendation of Mr. Walter Cummings of 
the Continental Bank, I received an appointment from the FDIC as the principal 
administrative ofticer. They at that time were transferring their offices or part 
of them from Washington to Chicago. 

Mr. WALLACE. What was your capacity then? 

Mr. Hintz. Principal administrative officer. 

Mr. WattLacr, Of the FDIC? 

Mr. Hintz. Of the FDIC. 

Mr. Wattace. And this was when? 

Mr. Hrntz. In 1942, in the spring of 1942. Mr. Crowley was appointed both 
chairman of the FDIC and the Alien Property Custodian, so my time was di- 
vided quite equally between them, although I was on the FDIC payroll. 

Mr. Greensipes. I was Acting Chief of the Division of Examina- 
tion then and I never heard of Mr. Hintz. 

The CHarrmaNn. You see the committee is confronted with difficul- 
ties, finding out about some of these agencies. Mr. Harl, don’t you 
think in view of the record of this bank under the direction of the 
chief operating officer, being Mr. Hintz, that that was sufficient per- 
haps to disqualify him at the time of the citation in June of 1956 
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Mr. Hart. Well, we had no authority to disqualify him at all. 

The CHairman. Why did you disqualify the Marcuses and Rosene? 

Mr. Hart. I didn’t disqualify them. I don’t know yet how they 
were disqualified. 

Mr. Greensipes. Senator, we told Mr. Hintz and the Marcuses at 
the time they visited Washington on June 26 that they could not 
come down and put up a piecemeal package. We told them at the 
time that we did not know what the ultimate management would be, 
but we would consider their entire corrective package at the expira- 
tion of the waiting period. And Mr. Hintz received no assurance 
that day that he would be permitted to continue as the president. 

The CHatrmMaN. But in your citation, the first point is that Leon 
Marcus be removed from any and all connection with the active 
management of the bank as a director, officer or employee and that 
the bank take all action necessary—and so forth. No. 2, Mr. H. L. 
Marcus be removed—and so on. The third one—why wasn’t Mr. 
Hintz—why was he excluded from that company? Why wasn’t he 
put in the same classification as the two Marcuses? 

Mr. Copurn. I am responsible for the drafting of this. We pri- 
marily excluded them because of their participation in the fraud on 
the bank. In other words, they were participating in the abstractions 
that we considered to be improper and illegal, and therefore we 
thought certainly that they should be disqualified. And you will 
notice that we require in there management satisfactory both to the 
State authority and to the Corporation, without any specific designa- 
ion. 


The Cuatrman. Then is it a proper conclusion to draw from what 


you said that had they not participated in a direct, what you consider, 
5 y p pe y 
e 


fraudulent act, they would have been permitted to stay in? 

Mr. Cosurn. Let us put it in reverse. It was my conclusion because 
they did participate in a fraud that they were ineligible to continue 
in management. 

The Cuarrman. And the fact that Mr. Hintz, although chief oper- 
ating officer during this whole period, was not, at least to your know]l- 
edge, a part of the fraud, excluded him, and you thought it was quite 
all right for him to continue. 

Mr. Coxpurn. I did not think that was my decision to make. I 
thought that was somebody else’s responsibility. But I did think that 
the others were properly ineligible for continuing. 

The CHarrMan. Mr. Hintz had told you, as I understand it, that it 
was Marcus’ fault, and therefore—— 

Mr. Cospurn. Well, no. We had a whole history background record 
that has been gone through here. 

The Cuarrman. I cannot see why Mr. Hintz does not have a fair 
share of the responsibility of this operation. I wonder, Mr. Harl, what 
do you think of a man who sits there, knowing what he knew about 
the operation of the bank, and takes it. Do you think that recommends 
him to continue to be the executive officer in this bank ? 

Mr. Hart. No. But I don’t think anybody thought Mr. Hintz was 
involved in anything. The whole record we had was almost fifty 
years of employment with the Chicago banks, and his last assignment 
before he came here was with the—he came to this bank from the 
South Shore National. And ‘over a 50-year period, a man who has 
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served in the banks in a confidential capacity, you would have every 
reason to believe he was honest and reliable. 

The Cuairman. Well, I find it rather difficult to follow that, in 
view of the record of this bank of which he was the executive officer. 
It couldn’t be that because he had served in the FDIC that that recom- 
mended him to you. You didn’t know that, did you 4 

Mr. Harv. Senator, please, I take exception that he was with the 
FDIC. 

Mr. Cosurn. May I suggest—I am responsible for this, and I didn’t 
know. I will go along with Mr. Greensides that I had never heard 
until after some of this newspaper stuff that he was ever on our pay- 
roll, and my checkup was that maybe literally he was, but actually he 
was never an employee of the Corporation. And that was not a con- 
tributing factor whatsoever. 

The Cyarman. Well, would you say that his statement to the 
staff was inaccurate / 

Mr. Copurn. I don’t know anything about it. I say I didn’t know 
anything about, and my information still is he was never an employee 
of the Corporation. 

The Cuarrman. I don’t know that it is worth pursuing it. It does 
seem to me strange that you should be so lenient with Mr. Hintz. 

Mr. Gipney. Senator, the program was put up by the bank in this 
May 9 proposition which contemplated Hintz as being president, but 
that was not accepted by the Corporation or its people. 

The CHarmman. Why do you think the citation picked out the 
Marcuses and did not 

Mr. Giwnery. Well, you pick out enough. The correction would 
have to be made—— 

The CuarrMan. It seems to me the condition of the bank was suffi- 
cient for you to justify removing all of them. 

Mr. Gipney. I think you are more than right on that in the light 
of hindsight. But Mr. Hintz had not got through all the barriers. 

The Cuamman. I was just wondering why you seemed to favor Mr. 
Hintz when you were beginning to pick out people that should be 
removed. I would think he would have been in the first class. 

Mr. Gipney. It seems so now. 

Mr. Greensipes. Senator, in the June 22 meeting I told Mr. Hintz 
that the man who was to be president of the bank would have to be a 
man who could spit in the eye of Marcus and make it stick. 

The Cuatrman. I think that should have been reflected in your 
citation. 

Mr. Gover, what was Mr. Ireland’s position in your office just. be- 
fore he became president of the Southmoor Bank? 

Mr. Gover. He had the title of head bank examiner. He reviewed 
the examination reports in our office and handed the assignments to 
the field examiner and other incidental routine duties. He was con- 
sidered the third man around there. 

The Cuatrman. Did he review the Southmoor bank’s examinations? 

Mr. Gover. No—I reviewed it myself. 

The Catrman. He did not review them? 

Mr. Gover. He might have seen it. I don’t know. But I re- 
viewed it. 

The Carman. Did he have any supervisory authority over Mr. 
Quinlan who examined the Southmoor bank in 1954 and 1955? 
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Mr. Gover. Well, generally, Senator, a bank in the problem cate- 
gory, I would tell Tom who I would like to have examine it. 

The Cuarrman. Who is Tom? 

Mr. Gover. Tom Ireland—excuse me. And he would make the 
actual assignment and assign the assistants, select the assistants. 

The Cuarmrman. What was Mr. Ireland’s salary in your office? 

Mr. Gover. $10,535. 

The CHarrman. What was his salary to be as president of the 
Southmoor Bank ? 

Mr. Gover. $15,000, the same as Ed Hintz was receiving. 

Mr. Wautace. Mr. Chairman, I have here an ad from the Chicago 
American of July 20, 1956, which is a reproduction of a letter on the 
letterhead of the ‘Southmoor Bank & Trust Co., signed by Mr. Ireland, 
dated—well, the date of the newspaper is July 20, 1956. And it is 
signed by Ireland, apparently to allay fears to prevent a run on the 
bank. At the bottom it says: 


Postscript: About myself, for the past 23 years I have been with the FDIC, for 
the past 5 the senior head examiner of the Chicago office. 


The tenor of the letter is that this is an authoritative statement that 
the Southmoor Bank & Trust Co. is in good condition. This raises a 
point about taking an employee of the FDIC to become president of 
a bank in order to allay fears about the bank. I would ask that this 
be made a part of the record. 


The Cuamman. That will be put in the record at this point. 
(The advertisement referred to follows :) 


{Chicago American, July 20, 1956] 
AN OPEN LETTER FROM THE SOUTHMOOR BANK & Trust Co. 


SoutHmoor Bank & Trust Co., 
Chicago, Ill. 
Dear Frrenp: As newly elected executive vice president of the Southmoor 
Bank & Trust Co., in charge of all operations, I want to introduce myself to you 
and give you the facts (instead of rumors) about the Southmoor Bank. 

(1) I find the Southmoor Bank & Trust Co. is a healthy, sound, financial 
institution, fully qualified to merit the continued confidence of its depositors 
and friends—-and one I am proud to join. 

(2) Every deposit in the Southmoor Bank is insured up to $10,000 by the 
Federal Deposit Insurance Corporation, an agency of the United States 
Government. 

(3) Southmoor carries insurance totaling $1,250,000 as protection against 
any losses resulting from fraud on checks cleared through the bank. 

These are facts, not rumors. They should make you proud to know that you are 
dealing with a bank that is sound—one of Chicago’s first to pay you 2 percent 


interest on savings—one of Chicago’s first to offer you many new banking services 
and conveniences, 


Sincerely, 
SournMoor BANK & Trusr Co. 
C. T. IRELAND, 
BHzecutive Vice President. 
Postscript: About myself: for the past 23 years I have been with the Federal 


Deposit Insurance Corporation; for the past 5 as senior head examiner of the 
Chicago office. 


Mr. Gover. Well, I knew nothing about the letter until I saw it 
published. 


The Cruarrman. How often does it happen that a bank in trouble 
employs someone from out of the FDIC? 
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Mr. Conurn. Two times. 
The Cuarrman. In what period ? 
_ Mr. Cosurn. Two times in its history that I know of—only two 
times. 
The Cuamman. You mean Russell and Ireland? These are the only 
two? 

Mr. Copurn. Yes, sir; the only time. 

The Cuatrman. Is that your information, Mr. Har]? 

Mr. Hart. That is all I know of. 

The CrarrMan. Has anyone ever made a study of this particular 
item ¢ 

Mr. Haru. Not tomy knowledge. 

The Cuairman. The only ones you know about are the two we 
called to your attention ¢ 

Mr. Hart. Well, I question that statement very much. 

The Cuarrman. Well, the only 2 you know about are the 2 we have 
been discussing here. 

Mr. Cosurn. Yes. But I do not believe attention initially was 
called by the committee. 

Mr. Greensipes. I scanned that schedule that we submitted to you 
of employees going to the banks, and I don’t have knowledge of any 
trouble in any of those situations, any serious trouble. 

The Caarmman. Among the grounds for citation of the Elmwood 
Bank now were— 


(b) the dissipation of the bank’s earnings by large extraneous and unwar- 
ranted expenditures involving unsupported and irregular entries on the bank’s 
books; and (c) the unwarranted disbursement of the bank’s earnings by means 
of excessive payroll, cash dividends, and other expenditures which have pre- 
vented the normal growth in capital funds. 

Mr. Harl, would you include political contributions in either of 
these categories ? 

Mr. Hart. I thought it was against the law for a bank to make a 
political contribution. 

The Cuatrman. Is it against the law for a State bank to make a 
political contribution, Mr. Coburn ? 

Mr. Corvrn. I think it is for any corporation to make a political 
contribution. 

The Cuarrman. Any corporation? Did this Elmwood Bank ever 
make a political contribution ? 

Mr. Copurn. I don’t know. 

The Cuatrman. Did it, Mr. Gover? 

Mr. Gover. Which one? 

The Cuarrman. The Elmwood Bank. 

Mr. Gover. Well, I rather think that it was shown during his trial 
that some of those funds that could not be accounted for were political. 

The Cnamrman. Whose trial are you talking about? 

Mr. Gover. Henry Beutel’s. And then I saw in the newspaper 
where he said he had contributed $7,000 to someone’s campaign. 

The Cuarrman. Do your examiners check the contributions of a 
bank? 

Mr. Gover. We try to; yes, sir. 

The Crarmman. Section 8 (a) of the FDIC Act provides that— 


Whenever the board of directors shall find that an insured bank or its directors 
or trustees have continued unsafe or unsound practices in conducting the busi- 
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ness of such bank, or have knowingly or negligently permitted any of its officers 
or agents to violate any provision of any law or regulation to which the insured 
bank is subject, the board of directors shall first give * * * to the authority 
having supervision of the bank in the case of a State bank * * * a statement 
with respect to such practice or violation for the purpose of securing the 
correction thereof and shall give a copy thereof to the bank. 

The statute goes on to require that unless correction is made, the board 
shall, if it determines to proceed further, give notice of a hearing lead- 
ing to the termination of the bank’s insured status. 

Mr. Harl, has the FDIC ever given such notice by reason of an 
illegal political contribution ? 

Mr. Hart. Not to my knowledge. 

The Cuamman. Well, then, to your knowledge there has never been 
a political contribution by a bank. 

Mr. Haru. No, sir; I think it is generally known that it is contrary 
to Federal laws for corporations to make political contributions. 

The Cuarrman. What is your experience with that, Mr. Gidney? 
Is that uniformly your experience ? 

Mr. Gipney. We have not found cases of it. 

The Caamman. You have never found where a bank has given a 
political contribution ¢ 

Mr. Gipney. No. 

Mr. DeHorrry. Senator, I believe that law is rather ambiguous as 
to State banks. It specifically mentions National banks, but when 
you get down to State banks, there is some question as to whether they 
might not legally contribute to the campaign of an individual. 

The CuarrmAn. This is the FDIC Act I read, section 8 (a) of the 
FDIC Act. 

Mr. DeHortry. Yes. But what I am going back to is this prohibi- 
tion against political contributions. That is not in the FDIC Act. 

The Cuarrman. The Federal law you are speaking of would relate 
only to national banks? 

Mr. DeHorrry. Relates to a corporation organized pursuant to any 
law of Congress. And then it gets down and talks about any other 
corporation, and it ties it into the political parties themselves. 

The Cuatrman. I understood Mr. Harl to say that he thought it 
was illegal for any corporation to make a political contribution. 

Mr. Hart. That is what I understand. 

Mr. DeHorrry. Can’t we get that statute? 

Mr. Hart. Isn’t that a Federal statute? I think that is a Federal 
statute. 

The Cuarrman. This is title 18, United States Code, section 610: 


Contributions or expenditures by national banks, corporations, or labor organi- 
zations: It is unlawful for any national bank, or any corporation organized by 
authority of any law of Congress, to make a contribution or expenditure in con- 
nection with any election to any political office, or in connection with any pri- 
mary election or political convention or caucus held to select candidates for 
any political office, or for any corporation whatever, or any labor organization 
to make a contribution or expenditure in connection with any election at which 
presidential and vice-presidential electors or a Senator or Representative in or 
a Delegate or Resident Commissioner to Congress are to be voted for, or in 
connection with any primary election or political convention or caucus held to 
select candidates for any of the foregoing offices, or for any candidate, political 
committee, or other person to accept or receive any contribution prohibited by 
this section. 


Now, what is ambiguous? 
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Mr. DeHorrry. Well, I thought, for example—lIt ties it into , 
national election, does it not? 

The Cuarman. I think it does. 

Mr. Greensives. And I think it excludes State corporations too, 
does it not? 

The Cuamman. No—“any corporation whatever.” At first glance, 
if I gather the meaning of it, it would not apply to a corporation 
making a political contribution to the election of a State official. 

Mr. Cozurn. I think that is right. I doubt if Congress can legis. 
late in reference to State elections. 

The Coarmman. Well, it could legislate with regard to the insurance 
of the FDIC. But if I understand this—— 

Mr. Cosurn. This is not a banking statute. This is a general stat- 
ute. And I do not think it is intended to apply to contributions to 
State elections. 

The Cuarmman. Then it was not illegal for the Elmwood Bank to 
make a contribution to Mr. Hodge, for example. 

Mr. Cosurn. I think that is right. 

The Cuarrman. I just wondered what your understanding of it 
was. 

Mr. Greensipes. We have always operated on the theory of—— 

The CuarmmaNn. As general counsel, you are supposed to know about 
this. 

Mr. Cosurn. Yes, sir. 

Mr. Gipney. Senator, just a little caveat. You asked about national 
banks. There is a small item of $275 rolling up that my boys tell me 
looks a little suspicious. I don’t know what it is yet. So, I do not 
want you to come back and say we have never said anything, when we 
have had a little smell. 

The Cuatrrman. It is clearly against the law for a national bank 
to contribute. 

Mr. Gipney. Yes, sir. 

The CHarrman. It raises this further question, as you probably 
already gathered, whether or not it would be proper for the FDIC 
to say it will deny insurance to a bank which makes political contribu- 
tions. That would be quite proper, if it wishes to do that. 

Mr. Copurn. I just call your attention to our statute, and here again 
we are going to make an amendment. As it is termed now, this con- 
templates, section 8, that if they make a contribution and cease making 
it, we cannot terminate the insurance. In other words, we can bring 
the citation, by having made one, but if they do not continue making 
them, we cannot terminate the insurance under our present authority. 

The Cuarrman. The language of the 8 (a), the first part, is— 


continued unsafe or unsound practices, or knowingly or negligently permitted 
any of its officers or agents to violate any provision of law. 


Mr. Cosurn. But it goes ahead and gives the bank 120 days to 
correct the practices, and that clearly shows it is contemplated that if 
they are discontinued 

The Cuamman. During the 120 days, then they can do it again 
after that. 

Mr. Cosurn. That ends that citation. 

The Cuarrman. That would be a very peculiar interpretation. 

Mr. Cosurn. That is the way the statute is written. 
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The CaarrmMan. Then it ought to be corrected. 

Mr. Copurn. We are going to make some corrections. We have had 
come little difficulty with our section 8 (a) cases because of that, and 
we are going to clarify that. 

The Cuatrman. The FDIC Act, in section 18 (g), has authority to 
limit by regulation the rates of interest or dividends which may be 
paid on time and savings deposits by insured nonmember banks. Has 

iny such regulation ever been issued ? 

Mr. Copurn. Oh, yes, we have very strict regulations on time 
deposits. 

The Caamman. What are they ? 

Mr. Copurn. One percent up to 30 days, 114 percent up to 90 days, 
and a half percent from 90 beyond that. 

The Cuarrman. Are they the same as the Federal Reserve? 

Mr. Copurn. Identical. And our legal division and the Fed get 
together on interpretations of them, so that our interpretations on 
interest regulations are uniform. 

Mr. Wautace. That is the same as Federal Reserve Regulation Q. 

Mr. Gipney. There is one very important exception, and that is 
the definition of payment of interest in connection with absorption 
of exchange charges, which we should like to bring to the attention 
of the committee when the matter comes up. This is not pertinent to 
today’s inquiry, but they are together on the rates, but on the defini- 
tion, the Federal Reserve Board and the FDIC are not together. 

The CuarrMan. As to what is interest, you mean ? 

Mr. Gipney. Yes. 

Mr. Copurn. As to whether the absorption of exchange constitutes 
the payment of interest. 

The Cuarrman. You take the position it does or does not? 

Mr. Copurn. We have taken the position that we cannot say that the 
absorption of exchange does constitute a payment of interest, and the 
Federal Reserve rule is that it cannot. I should tell you it is a highly 
controversial matter. 

Mr. DeHortry. Prohibition against payment of interest on deposits. 

Mr. Copurn. It was before the Senate about 10 years ago in one of 
the most controversial fights that has ever occurred in banking 
legislation. 

The CHarrman. I understand both the Elmwood Park and the 
Southmoor Banks had public deposits in amounts which were rather 
large compared to their total deposits. I asked that with regard to 
Southmoor. I believe I did not with regard to the Elmwood. Would 
that be true, Mr. Gover, with regard to Elmwood, too? 

: ae Gover. Are you referring to the new bank, Senator, or the old 
ank 

The Cuarrman. Both—1953 and 1956. 

Mr. Gover, The new bank—I remember that has $2,100,000 of State 
money. Now, as to what the old bank had, I don’t know. 

The Cuamman. Well, I think these figures are taken from your 
records. In 1953 the state deposit was $1,100,000 and in 1956 it was 
$2,100,000, 

The Cuarmman. The point I want to make is are these deposits of 
value to the bank, Mr. Gover? 

Mr. Gover. Well, yes. As far as the State deposits are concerned, 
they never pay over 1 percent, m Illinois, and if they have any 
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The Cuarrman. It that on time? 

Mr. Gover. On time. 

The Cuarman. Do they pay any on the demand deposits? 

Mr. Gover. No. 

Mr. Copurn. There is a statutory prohibition against demand 
deposits. 

Mr. Gover. They cannot pay interest on demand. 

The Cuairman. Well, would you say these deposits of public funds 
are worth a great deal to the bank or not ? 

Mr. Gover. Well, personally, I am not in favor of them, but | 
would say if a bank has a legitimate loan demand, where it can use 
the money, obviously it can make a profit on it. 

The CHarrman. Well, most banks do have legitimate loan demands 
these days; don’t they ¢ 

Mr. Greensipes. Senator, it depends upon the terms. In the States 
in which they bid for the funds, they bid for terms, also, that is the 
duration of the deposit. And in recent years it has been profitable 
for the banks. Same banks, however, are not interested in public 
funds and do not bid. Others carry a very sizable balance. 

The CHarmman. How can the bid amount to anything when the 
interest rate is regulated by law? What do they bid about? 

Mr. Greensines. Well, they bid within the range of the ceiling of 
the interest rate. 

The Cuarrman. You mean the 1 percent. 

Mr. Greensives. Sometimes they are only bidding a fraction of | 
percent. It depends upon the money rates of the times. 

The Cuarrman. But you are prohibited from paying more than 1 
percent on time deposits. 

Mr. Greensives. More than 214 percent on deposits of over 6 
months’ maturity. 

The CuarrmMan. I am informed that in Illinois the interest is paid 
monthly, and it means they are really limited to 1 percent. 

Mr. GireENsipes. Well, monthly it would be limited to 1 percent. 

Mr. Gover. They are required to give a 30-day notice, and the 
maximum would be 1 percent. 

The Cuarrman. Well, is it fair, then, to assume that these public 
deposits were very Vv aluable to both these banks? 

Mr. Greensives. At times. 

The Cuarrman. These banks were very heavily loaned. One of the 
criticisms was they were too heavily loaned—Southmoor was. Do you 
know what a title I FHA loan earns, a real-estate loan? Do you know 
what it earns, Mr. Gover? 

Mr. Gover. I should. Offhand I think it earns—title I, I think 314. 

Mr. Rocers. Home repair and improvement loans. 

Mr. Gover. Title IT? 

The Cuatrman. Title I. Just as an example of what this could be 
worth. 

Mr. Greensipes. Around 5 percent. 

Mr. Watxiace. Well, that is 5 percent discount loan. is it not? 

Mr. GREENSIDES. Yes, sir. 

= Watiace. What is the pure interest rate on a 5-percent discount 
loan ¢ 

Mr. Grrensipes. A fraction over 10 percent—about 10 percent. 
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The Cuarrman. So if they could get an.FHA loan on it and get it 
at 1 percent they could make money on it all right. 

Mr. DeHortry. Well, these funds have to be secured in most States. 
The Cuarrman. How are they secured? I wish you would develop 
this. 

Mr. DeHorrry. They would have to turn around and buy Govern- 
ment bonds and pledge those bonds. 

The CHarmmMan. Dothey get interest on the bonds? 

Mr. DeHorrry. The profit is the spread between what they pay and 
what the return is on the Government bonds. 

Mr. Gover. In Illinois they have to pledge Government bonds with 
a 10 percent margin on State deposits. 

The CuarrMan. Well, does the bank retain the interest on the Gov- 
ernment loan, or does it go to the State ? 

Mr. Gover. The bank. 

The Cuatrman. So the bank—it normally has Government bonds 
in its portfolio anyway; is that right? 

Mr. Gover. Normally; yes. 

The CuatrMan. It is getting its 214 percent, we will say, average, 
off of that, and it is also on the money deposited making 10 percent, 
out of which he pays 1 percent to the State. 

Mr. Gover. Well, at the same time it is taking a chance that the 
State may at any time on 30 days’ notice withdraw the deposit, and 
so they cannot 

Mr. Greensipes. Senator, on these time funds, a fair way to estimate 
the gross return to the bank would be the differential between the in- 
terest it receives on the collateral pledged and the payment of interest 
it makes to the State. So if it has the funds at 1 percent and has 
pledge bonds yielding 214 percent, the gross profit to the bank is 1% 
percent. 

Mr. DeHortry. Except for reserve requirements. 

Mr. Greensives. Yes. If they have to pledge 110 percent of securi- 
ties, it further is reduced, because they have 110 percent—— 

The CuarrmMan, You are assuming that they take the same funds 
that come in from the bank and buy bonds with them. 

Mr. Greensipes. That is right. It is equivalent to that. 

Mr. Waxtace. If you take a bank which has no public deposits, 
and normally a bank will carry some government bonds in its port- 
folio—say it has a couple of million dollars in Government bonds 
in its portfolio, then it gets a State deposit of a million dollars. Now, 
they can secure that by applying from their portfolio 110 percent 
or $1,100,000. But they still have an extra million dollars which 
they could loan if they had the market for it, title I FHA loans, and 
make 10 percent, pure interest. So in that case, their profit would 
be 9 percent of $1 million, or $90,000, with that million dollar deposit. 

Mr. DeHorrry. They could do the same thing by selling the Gov- 
ernment bonds and loaning that $1,100,000. 

Mr. Wautace. Or they may buy more Government bonds and make 
a smaller profit, but their profit margin would range between 1 and 9 
percent, depending on how they use it. 

Mr. Greensipes. They can hardly go into a title I improvement 
loan in offsetting publie fund deposits unless they knew they were 
voing to have those funds for abont 3 years, and ordinarily they do 
not know that. 
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Mr. Gwwney. Mr. Chairman, may I make an observation there, 
A prudent bank will only invest those funds in short-time items, 
probably Treasury bills. So that the hypothetical case that Mr, 
Wallace has given you is that which the most reckless banker would 
follow. 

The CHamman. That is the extreme case. The other case—the 
90-day bill pays about 2.7 percent. 

Mr. Gioney. It is doing very well now. Back in the thirties it 
paid a tenth of a percent. 

The CuarrMan. That would be the minimum. 

Mr. Giwney. Some went at minus, a negative yield, at one time. 

The CuarrMan. Well, these illustrations are, of course, rather ex- 
treme to emphasize what might be done. We make the point that 
apparently these deposits were of value to the bank. They went up 
triple in those last 3 years. And we wondered why they tripled, and 
whether Mr. Hodge’s connection with the bank had anything to do 
with it, or was he conferring a favor upon the bank in return for 
which they cashed his warrants. I don’t know. These are questions 
that arise in the course of this study. There was some mutual advan- 
tage, apparently, in these connections. 

Mr. Greensipes. I am wondering—did Mr. Hodge have the place- 
ment of these funds? 

The CHarmman. The next question is who determines where the 
public funds are deposited. 

Mr. Gover. As far as the State is concerned, you mean ? 

The Cuamman, State funds, yes. 

Mr. Gover. The State treasurer. 

The Cuarman. The county funds. 

Mr. Gover. The county treasurer. 

The Cuareman. And the public administrator funds. 

Mr. Gover. The public administrator. 

The Cuamman. Who appoints the public administrator ? 

Mr. Gover. The Governor, I believe. 

Mr. Copurn. You mean Illinois? 

The Cuarmman. In Illinois. 

Mr. Gover. I think the Governor. I am not positive. 

The Cuamman. On what basis are the banks selected where these 
funds will be deposited? Who knows? 

Mr. Corurn. I think that is up solely to the discretion of the one 
making the deposit. 

The CHarrman. Since contributions are made to political candi- 
dates, would there be any danger of kickbacks? In your opinion, does 
the problem of political determination of the placement of these 
public funds enter into the problems at the Elmwood and Southmoor 
Banks? Do you have any views about it, Mr. Gover, or Mr. Coburn, 
or Mr. Greensides—or anybody else ? 

Mr. Cosurn. I don’t think there is any doubt where a public official 
has a placement of deposits and they are to be moneymaking assets 
of a bank, that you run into distributing them in making the deposits 
in accordance with the friends of the authority that is making them. 
And there is always a tendency or inclination to get some contributions 
for political campaign funds from those sources. 

The Cuarmman. Do you agree, Mr. Gover? 

Mr. Gover. Yes, sir. 
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Mr. Greenstpes. I understand that Elmwood has contributed $800 
in the last year or two. I think it was in the Sun Times of yesterday. 

The CuArrmaN, I have not seen it. Whom did the papers say they 
contributed to? 

Mr. Greensipes. I think $300 was contributed to the Paschen fund 
and $500 to the Wright fund. 

The Caarrman. Who is Mr. Wright? 

Mr. Greensives. State treasurer of Illinois. 

The CuarrMANn. He is one of those who has the determination where 
these funds go. 

Mr. GrEENsIDEs. Yes, sir. 

The Cuarrman. Who is Mr. Paschen? 

Mr. Greensipves. County treasurer. 

The Cuarrman. When did the FDIC examination first reveal bad 
practices in the Southmoor Bank? The first critical report was in 
1948—wasn’t it ?—and then later in 1953, 1954, 1955. 

Mr. Gover. 1948, 

The Cuarrman. When did Mr. Hintz first become executive vice 
president of the bank? 

Mr. Gover. I think in 1948. I don’t have it. 

The Carman. Then the first critical report on that bank was 
when Mr. Hintz arrived, is it not? 

Mr. Gover. Well, I don’t know when he arrived. The examination 
was August 17, 1948. 

Mr. DeHorrry. That was the second examination. 

Mr. Gover. The next year, though, it showed sufficient improve- 
ment that it was taken off of the problem list. 

The Cuarrman. Do you know whether or not Mr. Hintz partic- 
ipated in or received money for his participation in political organi- 
zations? Has he been identified wit litical activities? 

Mr. Gover. He was very close to Mr. Hodge. 

The Carman. Well, any other activity, other than that? 

Mr. Gover. I know that on our work papers of these accounts there 
are entries of withdrawals to this man Fleck and Warren Wright. 

The Cuairman., Who was Fleck? 

Mr. Gover. He was the Cook County public administrator. 

The Caarmman. Cook County or the State of Illinois? 

Mr. Gover. Cook County. 

The Cuarrman. Is there one for each county ? 

Mr. Gover. I su so. 

The CHatRMAn. What did your worksheets show ? 

Mr. Gover. It showed withdrawals with the initial—with Fleck 
written after it and Wright written after it. 

The Cuarrman. What do you mean by a withdrawal? 

Mr. Gover. From these three accounts—the foundation account and 
the Southmoor A securities account and the attorney fees account. 

Mr. Rogers. Were there any other names, Mr. Gover? 

Mr. Gover. They are the only twol recall. There were other names, 
I think, but none that the examiner could identify as political. 

The Cuarrman. Do you think, Mr. Gover, that Mr. Hintz was the 
a obtained these very large public accounts for the Southmoor 

ank? , 

Mr. Gover. Do I think that he is? 

The Cuamman. That he was responsible. 

83551—56—pt. 1——18 
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Mr. Gover. I have an idea he had something to do with the State. 
As to the other, I don’t know. 

The Cuarrman. Do you think it might have been possible that Mr. 
Hintz failed to question Mr. Hodge’s warrants because if he did, and 
lost favor with Mr. Hodge, this would have lost him or his bank 2 
miliven to 214 million dollars in State and public administrator de- 
posits ¢ 

Mr. Gover. I don’t believe I can hazard a guess. The State treas- 
urer, of course, controlled the State deposit—and Mr. Fleck withdrew 
his deposit shortly after the newspaper publicity began. 

The Cuarrman. After the trouble started, he withdrew. 

Mr. Gover. Yes. 

Mr. Copurn. Senator, it is my understanding, while it was the same 
party, there was no close relationship between Wright and Hodge. 

The Cuamman. Mr. Hodge could close the bank, could he not, if 
he wanted to? . 

Mr. Gover. Yes, he could close it. 

The Cuarrman. That points up the reason why this relationship 
between Mr. Hodge and any bank, not just Southmoor, is a very im- 
portant one to be examined. I mean he was in a position to destroy 
Mr. Hintz and his bank if he did not cooperate in the cashing of his 
warrants, was he not? 

Mr. Gover. He was in the position to close it. 

The CHarrman. Or in the position to influence the deposits. He 
could either cause the withdrawal of the public administrator ac- 
counts, or any of the public accounts, through his influence as a lead- 
ing man in the administration, or he could close the bank, couldn’t he? 

Mr. Gover. I don’t know how close he was to Fleck or Wright. 

The Cuarrman. Well, State auditor is a very important official in 
the State hierarchy of Illinois, isn’t he? 

Mr. Gover. One of the most. 

The Crarrman. Did he belong to the same party as the Governor 
and the other officials? 

Mr. Gover. Yes, sir. 

The Cuarrman. Well, he would be presumed to have some influence 
in there; wouldn’t he? .That is common knowledge and common 
sense; isn’t it? So that the net result of this close relationship was 
not for the welfare of that bank or that community to depend on the 
bank ; was it? 

Mr. Gover. Yes, sir. 

The Cuarrman. Do you have anything to contribute, Mr. Gidney ! 

Mr. Gipney. I think that last statement might be stipulated. 

The Cuarmman. You agree to that. Well, that points up a very 
important question that I think the FDIC ought to be concerned 
with—the protection of the integrity of any bank it has anything to do 
with, whether it is a National, member back or State nonmember bank. 


Now, this might well also emphasize the necessity of reviewing the 
relationship with the State nonmember banks, because you are espe- 
cially vulnerable in that particular category. These others have the 
further supervision of other agencies, and more mature Seer Bee 


haps. I do not know whether it is right to say more mature, 
have been here longer. E 
Mr. Gipney. Shakespeare:said “I said an older soldier, not a better.” 


hey 
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The CuHarrMANn. Well, don’t you think, Mr. Harl, the FDIC should 
give some very careful consideration to this relationship, to State 
nonmember banks ? 

Mr. Harv. You realize all the time, Senator, the FDIC has to deal 
with the State supervising agency, the State banking commission. 
And if you get a bad State bank commissioner, you get a situation like 
this Hodge matter, But Mr. Hodge seemingly was held i in very high 
regard all over Illinois. As evidence of that, he was in a campaign 
last year, last April—April of this year—and he got the highest vote 
in the State, which would seem to indicate that the people of the State 
had great confidence inhim. As you remarked a few minutes ago, the 
auditor of Illinois is a very high, responsible position. He had served 
in that capacity since 1953, and seemingly the people of the State be- 
lieved in him and returned him as their nominee in a primary contest, 
where I believe he received more votes than the Governor, according 
tothe newspapers. And for that reason it would seem that Mr. Hodge 
was held in the highest esteem. 

Now, he was the ex-officio bank commissioner. The way the law is, 
a State bank can either join the FDIC, if they want to, or stay out. 
The FDIC insures both National and State banks under the dual sys- 
tem of banking. But in the case of the State banks the supervisory 
authority is the State bank commissioner, and if we insure the bank, 
we have to work with him. 

Now, I will give an example of that. Going back into this case 
out of Southmoor, on the 10th of May they had this program, and it 
was set up in a letter by Hintz, Marcus and ‘H. L. Marcus, and the pro- 
gram speiaer certain things. On the llday day of May, according 
to my sheet here, Mr. Hodge wrote a letter to Mr. Grover, stating the 
bank’s program seemed the best obtainable and expressing hope | that 
we would go along with it. So as long as we have to work with the 
various bank commissioners—in the case of Mr. Gidney, Mr. Gidney 
supervises the national banks, and he is a member of the board of 
directors.. So we have that situation handled because he is right there 
as the controller and makes the policy for the 48 States. But the way 
it is, we have to deal with the various State agencies. And as long 
as you have the dual system of banking, it will ever be so. 

(Mr. Marcus’ letter follows :) 


May 10, 1956. 
Washington State—N— Quinlan, Sarsfield. 
Hon. OrviLLe EF. Honee, 
Auditor of Public Accounts, 
Chicago, Ill, 

Dear Mr. Hopce: At a conference held with Mr. E. R. Gover of the office of the 
Federal Deposit Insurance Corporation in the morning of Tuesday, May 8, 1956, 
the following proposals were made and, we believe, might meet with the ap- 
proval of Mr. Gover: 

1. We will cause the capital structure of the bank to be increased immediately 
by the sale of stock to the extent of $200,000; $100,000 of which will be placed in 
the capital account and $100,000 in the surplus account. This shall be completed 
by June 30, 1956. 

2. Leon Marcus shall cause to be deposited the title to the bank building which, 
we believe, to have a fair cash market value of $300,000, in a trust, free and 
clear of all liens and encumbrances and the beneficial interest in said trust shall 
be assigned to the bank to assure the following: That the capital stock of the 
bank will be increased by an additional $300,000 by June 30, 1959, but that there 
shall be an increase of a sum not less than $50,000 on or before June 30, 1957, and 
by an additional sum of not less thah $50,000 on or before June 30, 1958. 
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3. Leon Marcus will cause the irrevocable voting power of 51 percent of the 
bank stock to be deposited with a committee, composed of Edward A. Hintz, 
Frank Cramsie, and Joseph A. Riley, to be lodged with such committee untii 
such time that the total amount of the loans of the bank shall not exceed the 
total assets of the bank by more than 40 percent and, until such time that the 
loans as set forth in the Federal Deposit Insurance Corporation examination 
of March 26, 1956, classified as “Doubtful” and “Loss,” are removed from the 
bank portfolio. 

4. Leon Marcus will immediately sever all activities with the bank; he wil] 
vacate the present office that he now occupies and he has already presented his 
resignation as a director, which resignation is in the possession of Mr. Edward 
A. Hintz. 

5. H. L. Mareus has resigned as president and Edward A. Hintz has beep 
elected by the board to succeed him in that office. H. L. Marcus has been elected as 
chairmen of the board and will act in the capacity of trust officer and counse} 
for the bank. The salary of H. L. Marcus shall be fixed by the board. H. L. Mar- 
cus shall have no power or authority relating to the granting of loans made by 
the bank. 

6. That an immediate effort shall and is being made to employ the services of 
a competent trust officer to replace David Skalitsky. 

7. That an immediate effort shall and is being made to obtain the services 
of a qualified man to take over the duties of cashier of the bank. 

8. That the powers and duties of Martin J. Rosene be confined to the pro- 
cessing and completion of present construction mortgages. He shall also devote his 
time to the sale of mortgages, when completed, upon terms first approved by the 
executive officer of the bank. He shall have no authority to approve payouts on 
present mortgages or make commitments for new mortgage loans. 

9. To further improve the audit program of the bank, the directors have elected 
Mr. Herbert E. Brehm, Jr., as controller with full power and authority to ad- 
minister his office subpect only to the direction of the board of directors. 

10. The lease of the bank quarters is being renewed for an additional; 10-year 
period at a rental not to exceed $2,000 per month, which rental is to include the 
use of the parking lot immediately to the west of the bank building. 

11. To further bolster the prestige and acceptance of our institution, we shall 
and are giving immediate consideration to obtaining as additional members of 
our board, several men of financial and moral standing of our community. 

We assure you that we will cooperate and comply with any other recommenda- 
tions that your office may see fit to make. 

Respectfully submitted, 

LEon MARCUS. 

B. A. HIntz. 

H. L. Marcus. 
Southmoor Bank & Trust Co., Chicago, Ill. 


Now, in the case of Hodge, he got into great difficulties. But we 
have no choice but to deal with the State bank commissioner. 

The Carman. Mr. Harl, doesn’t the very fact that you mention 
his great popularity emphasize the necessity for some legal protec- 
tion against these scoundrels who can become so popular within their 
State although they have apparently no standards whatever of normal 
conduct. 

Mr. Haru. Well, every session of every Congress and every legis- 
lature, a law is passed to nail down the hatches and to get away 
from: 

The Cuarrman. Those are the dangerous people who are able 
to fool the population of Illinois. The FDIC should not be so subject 
to domination by, or influence, if you like, by these State officials. 

Mr. Hart. I take exception to the word “influence.” But I don’t 
know how you are going to correct it as long as you have the present 
system of banking. : arate 

The Cuamman. That is just what we are trying to examine into. 
Don’t you think it is a subject we ought. to consider and see if we 
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cannot find some way to protect the FDIC more thoroughly against 
a man like Hodge? That is one of the principal things we have in 
mind in these inquiries. For example, this business of your being, as 
you put it, somewhat over the barrel during 7 weeks, in this other 
case, Where he stood there and refused to liquidate it, he refused to 
move, and you felt you could not pay off. 

Mr. Haru. We think we have a remedy. 

The Cuarrman. Why didn’t you use it in that case? 

Mr. Haru. Now, wait a minute—please. We think we have a 
remedy for that which we are drafting now to bring up to you the 
next session, where you drop out that word “continued practices,” 
whereby you can cite them for those faults and unsafe practices forth- 
with and immediately. 

The Cuarrman, That is what we are inquiring into. 

Mr. Harv. That is what we are trying to do. 

The Cuairman. I hope that during these coming months now, be- 
fore January, that you and your legal counsel and your examiners will 
be very serious in your examination of this case as a lesson from which 
| hope we can draw some beneficial lessons, and maybe we can improve 
the FDIC's basic legislation. 

Mr. Haru. I think that is true of any agency, as they grow. Take 
the National Bank Act in 1863. They rewrote it in 1866. And as they 
go along, these things develop and you get better legislation. 

The Caarrman. I would hke to insert in the record at this point a 
number of statutes applicable to insured banks, including some rele- 
vant Illinois statutes. 

(The material referred to fallows:) 


18 United States Code 610. Contributions or expenditures by national banks, 
corporations or labor organizations. 


It is unlawful for any national bank or any corporation organized by au- 
thority of any law of Congress, to make a contribution or expenditure in con- 
nection with any election to any political office, or in connection with any 
primary election or political convention or caucus held to select candidates 
for any political office, or for any corporation whatever, or any labor organi- 
zation to make a contribution or expenditure in connection with any election 
at which Presidential and Vice Presidential electors or a Senator or Representa- 
tive in or Delegate or Resident Commissioner in Congress are to be voted 
for, or in connection with any primary election or political convention or caucus 
held to select candidates for any of the foregoing offices, or for any candidate, 
political committee, or other person to accept or receive any contribution pro- 
hibited by this section. 

Paragraph 2 provides for a fine of $5,000 for a corporation or labor organiza- 
tion violating the section; a fine of $1,000 or imprisonment up to 1 year or both 
for officers or directors consenting to the making of or persons receiving the 
contribution ; and a fine of $5,000 or 2 years’ immrisonment or both if the violation 
was willful. 


Paragraph 3 contains a definition of “labor organization.” 
18 USC 201. Offer to officer or other person 


Whoever promises, offers, or gives any money or thing of value, or makes or 
tenders any check, order, contract, undertaking, obligation, gratuity, or security 
for the payment of money or for the delivery or conveyance of anything of 
value, to any officer or employee or person acting for or on behalf of the United 
States, or any department or agency thereof, in any official function, under 
or by authority of any such department or agency, or to any officer or person 
acting for or on behalf of either House of Congress, or of any committee of 
either House, or both Houses thereof, with intent to influence his decision 
or action on any question, matter, cause, or proceeding which may at any time 
be pending, or which may by law be brought before him in his official capacity, 
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or in his place of trust or profit or with intent to influence him to commit or 
aid in committing, or to collude in, or allow any fraud, or make any opportunity 
for the commission of any fraud on the United States, or to induce him to do 
or omit to do any act in violation of his lawful duty, shall be fined not more than 
three times the amount of such money or the value of such thing or imprisoned 
not more than 3 years or both. 


18 USC 202. Acceptance or solicitation by officer or other person 


Whoever, being an officer or employee of, or person acting for or on behalf 
of the United States, in any official capacity, under or by virtue of the authority 
of any department or agency thereof, or an officer or person acting for or on 
behalf of either House of Congress, or of any committee of either House, or of 
both Houses thereof, asks, accepts, or receives any money, or any check, order, 
contract, promise, undertaking, obligation, gratuity, or security for the payment 
of money, or for the delivery or conveyance of anything of value, with intent 
to have his decision or action on any question, matter, cause, or proceeding 
which may at any time be pending, or which may by law be brought before him 
in his official capacity, or in his place of trust or profit, influenced thereby, shal] 
be fined not more than three times the amount of such money or value of such 
thing or imprisoned not more than three years, or both; and shall forfeit his 
office or place and be disqualified from holding any office of honor, trust, or 
profit under the United States. 

This section shall not apply to violations of section 213 of this title, 


18 USC 217. Offer of loan or gratuity to bank examiner 


Whoever, being an officer, director or employee of a bank which is a member 
of the Federal Reserve System or the deposits of which are insured by the 
Federal Deposit Insurance Corporation, or of any National Agricultural Credit 
Corporation, or of any land bank, national farm loan association or other insti- 
tution subject to examination by a farm credit examiner, makes or grants any 
loans or gratuity, to any examiner or assistant examiner who examines or has 
authority to examine such bank, corporation, or institution, shall be fined not 
more than $5,000 or imprisoned not more than one year, or both; and may be 
fined a further sum equal to the money so loaned or gratuity given. 

The provisions of this section and section 218 of this title shall apply to all 
public examiners and assistant examiners who examine member banks of the 
Federal Reserve System or insured banks, or National Agricultural Credit Cor- 
porations, whether appointed by the Comptroller of the Currency, by the Board 
of Governors of the Federal Reserve System, by a Federal Reserve Agent, by a 
Federal Reserve bank or by the Federal Deposit Insurance Corporation, or ap- 
pointed or elected under the laws of any state; but shall not apply to private 
examiners or assistant examiners employed only by a clearinghouse association 
or by the directors of a bank. 


18 USC 218. Acceptance of loan or gratuity by bank examiner 


Whoever, being an examiner or assistant examiner of member banks of the 
Federal Reserve System or banks the deposits of which are insured by the 
Federal Deposit Insurance Corporation, or a farm credit examiner or examiner 
of National Agricultural Credit Corporations, accepts a loan or gratuity from 
any bank, corporation, association or organization examined by him or from any 
person connected therewith, shall be fined not more than $5,000 or imprisoned 
not more than one year, or both; and may be fined a further sum equal to the 
money so loaned or gratuity given, and shall be disqualified from holding office 
as such examiner. 


18 USC 219. Fees for procuring loans 


Whoever stipulates for or gives or receives, or consents or agrees to give or 
receive, any fee, commission, bonus, or thing of value for procuring or endeavor- 
ing to procure from any Federal reserve bank any advance, loan, or extension 
of credit or discount or purchase of any obligation or commitment with respect 
thereto, either directly from such Federal reserve bank or indirectly through 
any financing institution, unless such fee, commission, bonus, or thing of value 
and all material facts with respect, to the arrangement or understanding therefor 
shall be disclosed in writing in the application or request for such advance, loan, 
extension of credit, discount, purchase, or commitment, shall be fined not more 
than $5,000 or imprisoned not more than one year, or both. 
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18 USC 220. Receipt of commissions or gifts for procuring loans 


Whoever, being an officer, director, employee, agent, or attorney of any bank, 
the deposits of which are insured by the Federal Deposit. Insurance Corporation, 
of a Federal intermediate credit bank, or of a National Agricultural Credit 
Corporation, except as provided by law, stipulates for or receives or consents or 
agrees to receive any fee, commission, gift, or thing of value, from any person, 
firm, or corporation, for procuring or endeavoring to procure for such person, firm, 
or corporation, or for any other person, firm, or corporation, from any such bank 
or corporation, any loan or extension or renewal of loan or substitution of se- 
curity, or the purchase or discount or acceptance of any paper, note, draft, check, 
or bill of exchange by any such bank or corporation, shall be fined not more than 
$5,000 or imprisoned not more than one year or both. 


i8 U. S. C. 656. Theft, embezzlement, or misapplication by bank officer or 
employee 


Whoever, being an officer, director, agent, or employee of, or connected in any 
capacity with any Federal Reserve bank, member bank, national bank or insured 
bank, * * * embezzles, abstracts, purloins, or wilfully misapplies any of the 
moneys, funds, or credits of such bank or any moneys, funds, assets, or securities 
entrusted to the custody or care of such bank, or to the custody or care of any 
such agent, officer, director, employee, or receiver, shall be fined not more than 
$5,000 or imprisoned not more than 5 years, or both; but if the amount embezzled, 
abstracted, purloined, or misapplied does not exceed $100, he shall be fined not 
more than $1,000 or imprisoned not more than 1 year, or both. 


’aragraph 2 contains definitions of “national bank,” “member bank,” and 
“insured bank.” 


CHAPTER 38, SmirH-Hurp ILLINOIS ANNOTATED STATUTES 


Sec. 78. Bribery of public and judicial officers—Punishment 


Whoever corruptly, directly or indirectly, gives any money or other bribe, 
present, reward, promise, contract, obligation, or security for the payment of 
any money, present, reward or any other thing to any judge * * *, or other 
officer, ministerial or judicial, * * * or any officer elected or appointed by 
virtue of any law of this state, after his election or appointment * * * with 
intent to influence his act, vote, opinion, decision, or judgment on any matter, 
question, cause, or proceeding which may be then pending, or may by law come 
or be brought before him, in his official capacity, or to cause him to execute any 
of the powers in him vested, or to perform any duty of him required, with par- 
tiality or favor, or otherwise than is required by law, * * *, or in consideration 
that such officer hath * * * performed any duty of him required, with parti- 
ality or favor, or otherwise contrary to law, the person so giving and the officer 
so receiving any money, bribe, present, reward, promise, contract, obligation, 
or security, with intent or for the purpose or consideration aforesaid, shall be 
deemed guilty of bribery, and shall be punished * * *. 


Sec. 79. Offering or attempting to give or receive—Public and judicial officers— 
Fine 


Every person who shall offer or attempt to bribe any * * * other officer minis- 
terial or judicial * * * or any officer elected or appointed by virtue of any law 
of this State, in any of the cases mentioned in the preceding section, and every 
such officer who shall propose or agree to receive a bribe in any of such cases, 
shall be fined not exceeding $5,000. 


CHAPTER 36, SMITH-HurRp ILLINOIS ANNOTATED STATUTES 


Sec. 36. No commissions to be retained 


The county treasurer shall retain no fees, commissions, or other compensation 
whatsoever, except his salary or other compensation fixed by law, for his services 
when acting as such county treasurer or in any other official capacity incident 
to his incumbeney of that office. All fees, prerequisites, and emoluments (above 
the amount of such salary or other compensation fixed by law) shall be paid into 
the county treasury. 
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Src. 37. Banks not to pay profit to treasurer 


No bank or other depositary holding county moneys deposited therewith by the 
county treasurer in accordance with the provisions in this act, or otherwise, and 
no officer of any such bank, depositary, or other person, shall pay to, withhold 
for the benefit of, or contract in any manner for the payment to such county 
treasurer, or to any other person for him, of any interest or other fee, prerequisite 
or emolument, on account of the deposit of such county moneys, except such 
interest as shall be paid to such county treasurer for the benefit of the county, 


Sec. 38. County treasurer not to profit—False statement from depositary— 
Penalties 


The making of a personal profit or emolument by the incumbent of the office 
of county treasurer or by any other county officer out of any county moneys by 
loaning, depositing or otherwise using or disposing of the same in any manner 
whatsoever, shall be deemed a felony and shall be punished by imprisonment in 
the penitentiary for a term of not less than one nor more than ten years. Any 
county officer or other person who wilfully violates any provision of this act, 
other than that above specified in this section, or who wilfully neglects or re- 
fuses to perform any duty imposed upon such person by the terms of this act, 
shall be fined not more than ten thousand dollars for the benefit of the county 
or be imprisoned in the penitentiary for not more than two years or both. 


CHAPTER 130, SMiITH-Hurp ILLINOIS ANNOTATED STATUTES 
Sec. 35. Monthly report of daily balances 


Each depositary shall on or before the first Monday of each month render to 
the State Treasurer a statement in duplicate showing separately the daily bal- 
ances or amounts of moneys held by it under the provisions of this Act during 
the calendar month then next preceding; and the amounts of accrued interest 
thereon, one copy of which statement shall be filed in the office of the State 
Treasurer, and the other in the oftice of the Auditor of Public Accounts. Such 
statement shall contain a certificate that no other fees, perquisites or emolu- 
ments have been paid to or held for the benefit of any public officer or any other 
person, or on account of the deposit of such moneys, and that no contract or 
agreement of any kind whatsoever has been entered into for the payment to any 
public officer, or any other person, of any fee, perquisite or emolument on 
account of the deposit of such moneys. Such statement shall be verified by 
the cath of the cashier or of any assistant cashier of the bank. 


Sec. 39. Compensation other than interest to state prohibited 


No bank, or other depositary, holding moneys deposited therewith by the 
State Treasurer, in accordance with the provisions of this Act, or otherwise, and 
no officer of any such bank, or other person, shall pay to, withhold for the bene- 
fit of, or contract in any manner for the payment to such State Treasurer, or to 
any other person for him, of any interest, or other fee, perquisite, or emolument, 
on account of the deposit of such moneys, except such interest as shall be paid 


to such State Treasurer for the benefit of the State (1919, June 28, Laws 1919, 
p. 954, sec. 20). 


Seo. 40. Penalty for making personal profit from public funds 


The making of a personal profit or emolument by the State Treasurer out of 
any public moneys by loaning, depositing, or otherwise using or disposing of 
the same in any manner whatsoever, shall be deemed a felony and shall be 
punished by imprisonment in the penitentiary for a term of not less than one 
year, nor more than ten years (1919, June 28, Laws 1919, p. 954, sec. 21). 


CuHaPptTer 38. SmirH-Hurp ILiINois ANNOTATED STATUTE 
Sec. 449. Omission and malfeasance 


Every person holding any public office (whether State, county or municipal), 
trust or employment, who shall be guilty of any palpable omission of duty or who 
shall be guilty of diverting any public money from the use or purpose for which 
it may have been appropriated, or set apart by or under authority of law, * * *, 
or who shall be guilty of wilful and corrupt oppression, malfeasance, or par- 
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tiality, where no special provision shall have been made for the punishment 
thereof, shall be fined not exceeding $10,000, and may be removed from his 
office, trust or employment. 

The CHarrman. Is there anything further? 

Mr. Gipney. Could I offer you a semihumorous instance. Some- 
thing like 40 years ago the Comptroller of the Currency of those days 
had these national bank notes in their vault down in the corner of 
the Treasury. I used to go down there occasionally. And they sent 
down auditors to audit that. And after the audit was over, some other 
transaction occurred, and it appeared that some of the notes were not 
there. And the final upshot was that the auditor had carried them 
off. So there has been a semihtuthorous statement through the years 
“Who shall audit the auditor.” It seems to apply in this Dlinois case. 

The Cratrman. Has anybody checked the gold at Fort Knox 
lately ¢ 

Mr. Gupney. I believe it has been checked—but I am not an author- 
ity. 

The Cramman. By the way, I meant to ask you—do you have time 
as Comptroller to sit in on the meeting of the Board of the FDIC? 

Mr. Gipney. I attend every meeting. 

The Cuatrman. I thought you would have enough to do without it. 

Mr. Giwney. I have too much to do, but if I belong to something, I 
at least attend the meetings. 

The Cuatrman. Are you Vice Chairman now ? 

Mr. Gwney. That is correct. 

The Cuatrman. Is the Comptroller of the Currency always the Vice 
Chairman ? 

Mr. Gipney. That is by law. 

The Carman. I didn’t think about you in this connection. I 
always think of you in the national bank connection. 

Mr. Gipney. I have a pretty busy job there, but this is an interest, 
too. I don’t think I am less or more than any other director. I am just 
a director. 

The Cuatrman. Does anyone else have a contribution to make? 

Mr. Cosurn. We will work on the suggestions. 

The Cuamman. The en recessed until further notice. 


(Whereupon, at 5:05 p.m. the hearing was recessed until further 
notice. ) 





APPENDIX 


Aprit 3, 1953 
Re First State Bank of Elmwood Park, Elmwood Park, Il. 
Hon. ORVILLE N. Hopeer, 
Auditor of Public Accounts, 
Banking Department, Springfield, Ill. 

Dear Mr. Hopce: The Board of Directors of this Corporation has found that 
the above insured nonmember bank has continued unsafe and unsound practices 
in the conduct of its business. By direction of the Board a copy of the Board’s 
findings and order, made at its meeting on the 3d day of April 1953, is herewith 
enclosed as a statement with respect to such practices for the purpose of securing 
the correction thereof. The Board’s findings of unsafe and unsound practices 
and the measures ordered by the Board to be taken by the bank to correct such 
practices are contained in said findings and order. 

Your attention is respectfully called to the provisions of section 8 (a) of the 
Federal Deposit Insurance Act, which provides that “unless such correction shall 
be made within 120 days or such shorter period of time as the * * * State 
authority, * * * shall require,” the Board of Directors of this Corporation may 
proceed to terminate the status of the bank as an insured bank as provided 
therein. 

It is requested that you acknowledge receipt of this letter and advise us of 
your action, if any, to reduce the time within which the bank may make the 
necessary corrections, and of the date upon which you notified the bank of the 
unsafe and unsound practices, and corrections ordered. 

For your convenience in notifying the bank we are enclosing an additional 
copy of the Board's findings and order in this matter. 

By direction of the Board: 

Respectfully yours, 
E. F. Downey, Secretary. 


Apri 3, 1953. 
Registered mail 
First State Bank or Eitmwoop PARK, 
Elmwood Park, Iu. 


JENTLEMEN : Section 8 (a) of the Federal Deposit Insurance Act provides in 
part that— 


“«“* * * Whenever the Board of Directors [of this Corporation] shall find that 
an insured bank or its directors * * * have continued unsafe or unsound prac- 
tices in conducting the business of such bank * * * the Board of Directors shall 
first give * * * to the authority having supervision of the bank * * * a state- 
ment with respect to such practices * * * for the purpose of securing the correc- 
tion thereof and shall give a copy thereof to the bank. Unless such correction 
shall be made within one hundred and twenty days or such shorter period of time 
as the * * * State authority * * * shall require * * *” [Italics supplied.] 


the Board of Directors of this Corporation may proceed to terminate the status 
of the bank as an insured bank as therein provided. 

The Board of Directors of this Corporation has found that your bank—First 
State Bank of Elmwood Park, Elmwood Park, Ill.—has continued unsafe and 
unsound practices in the conduct of its business, and has sent a statement with 
respect thereto to the auditor of public accounts, Springfield, I. A copy of such 
statement is attached and is herewith served on your bank. Such statement 
consists of the Board’s Findings and Order of Correction. 
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The auditor of public accounts of the State of Illinois will advise you of the 
time (within the limitation prescribed by law) within which your bank must 
make the necessary corrections. 

By direction of the Board: 

Respectfully yours, 
E. F. Downey, Secretary. 
APRIL 3, 1953. 
Mr. E. R. Gover, 
Supervising Examiner, Federal Deposit Insurance Corporation, 
Room 741, Federal Reserve Bank Building, Chicago, Ill. 

Dear Mr. Gover: There is enclosed herewith copy of a letter addressed to 
Hon. Orville E. Hodge, auditor of public accounts, Banking Department, Spring- 
field, Ill., under date of April 3, 1953, relative to instituting proceedings against 
the First State Bank of Elmwood Park, Elmwood Park, Il., under the provisions 
of section 8 (a) of the Federal Deposit Insurance Act, and copy of Findings of 


Unsafe and Unsound Practices by the subject bank and Order of Correction 
thereof. 


Very truly yours, 


E, F. Downey, Secretary. 
Enclosures. 


FEDERAL Deposit INSURANCE CORPORATION 


In the Matter of First State Bank of Elmwood Park, Elmwood Park, Iii. 


FINDINGS OF UNSAFE AND UNSOUND PRACTICES AND ORDER OF CORRECTION 


At a meeting of the Board of Directors of the Federal Deposit Insurance 
Corporation held in its office in the city of Washington, D. C., on the 3d day of 
April 1953, the following action was taken: 

The Board having considered the recommendation of the Board of Review, the 
Examination Division, and the Legal Division, and having considered the fol- 
lowing reports on the condition and affairs of the First State Bank of Elmwood 
Park, Elmwood Park, IIl., viz: 

(@) Reports of examination of Examiner M. J. Quinlan made as of March 
6, 1950, January 3, 1951, June 9, 1952, and November 29, 1952; 

(b) Audit report of Peat, Marwick, Mitchell & Co., certified public ac- 
countants, dated November 10, 1952; 

and, being fully advised in the premises— 

The Board finds that the First State Bank of Elmwood Park, Elmwood Park, 
Ill., an insured State nonmember bank, has continued and is continuing the 
following practices in the conduct of its business, viz: 

(1) The continued operation of the bank with a hazardous, untrustworthy, 
and self-serving management; 

(2) The continued operation of the bank with inadequate capital ; 

(3) The continued making of improvident loans and of unauthorized 
loans, and the failure to support loans with adequate security and/or credit 
information. 

Without limiting the generality of said findings, and in support thereof, the 
Board notes the following: 

(a) The large and excessive amount of assets subject to adverse classifi- 
cations—the classifications being “Substandard,” “Doubtful,” and “Loss,” 
as these terms are defined in said examination reports, and the progressive 
increases in such classifications. 

(b) The dissipation of the bank’s earnings by large, extraneous, and un- 
warranted expenditures involving unsupported and irregular entries on the 
bank’s books. 

(c) The unwarranted disbursement of the bank’s earnings by means of 
excessive payroll, cash dividends, and other expenditures which have pre- 
vented a normal growth in capital funds. 

(d) The inadequacy of the capital funds—the ratio of capital accounts 
to the bank’s average assets for the past year is approximately 3.0 percent, 
or less than one-half of the national average. 

(e) The failure to maintain suitable and accurate records. 

(f) The large amount of loans extended by, or at the direction of, Presi- 
dent Beutel without authority of the board of directors or loan committee, 
and which are classified “Loss” or “Doubtful” by the examiner. 
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(g) The failure to heed the criticisms and to comply with the’ recom. 
mendations of the bank examiners, and to observe the confidentiality of the 
examination reports. 

The Board further finds that the above practices constitute unsafe and un- 
sound practices within the meaning of section 8 (a) of the Federal Deposit In- 
surance Act. 

It is ordered that proceedings be immediately instituted pursuant to section 
8 (a) of the Federal Deposit Insurance Act for the purpose of securing the cor- 
rection of said unsafe and unsound practices. 

It is further ordered that, if the First State Bank of Elmwood Park, Elmwood 
Park, IIL, desires to continue its status as an insured bank, said continued unsafe 
and unsound practices be corrected, and that all measures necessary to correct 
said unsafe and unsound practices be promptly taken, including the following, 
viz: 

(1) The removal of President and Chairman of the Board Henry J. Beutel 
as an officer and director of the bank. 

(2) That the bank provide a board of directors and executive officers sat- 
isfactory to, and to be approved by, the Illinois auditor of public accounts 
and this Corporation. 

(3) The elimination from the bank’s books by chargeoff, or otherwise, of 
all assets classified as doubtful and loss in the report of examination made by 
Federal Deposit Insurance Corporation Examiner M. J. Quinlan as of the 
close of business November 29, 1952, in the net amount of $42,581.67 after 
giving effect to the valuation allowance for loans. 

(4) That the loans classified substandard be placed in acceptable banking 
form, and that the bank adopt and maintain a sound loaning policy. 

(5) That the total capital account of the bank be increased to an amount 
commensurate with the volume of its assets and the risks involved therein— 
the additional amount to be provided shall not be less than $600,000. 

It is further ordered that the secretary of this Board be and hereby is directed 
to send a copy of these Findings and Order to the auditor of public accounts of 
the State of Illinois, Springfield, Ill., as the statement with respect to the con- 
tinued unsafe and unsound practices aforesaid, for the purpose of securing the 
the correction thereof, and to send a copy thereof to the bank. 

By direction of the Board: 


[SEAL] E. F. Downey, Secretary. 
Director Cook 


George B. Jackson, Senior Review Examiner 

‘ April 2, 1953 
First State BANK’ OF ELMwoop Park 
ELMWoop Park, ILLINOIS 


(Insured nonmember State bank) 


Memorandum to the Board of Review and the Board of Directors, Federal Deposit 
Insurance Corporation. 


Subject: Action under Provisions of section 8 (a) of the Federal Deposit 
Insurance Act. 


Basis for action: Continued unsafe and unsound practices. 


The basis for action is gross mismanagement of the bank’s affairs by an 
untrustworthy and self-serving executive officer who is also the majority share- 
holder ; and continued operation of the bank with an inadequate capital struc- 
ture. The mismanagement includes large unwarranted and unsupported 
expenditures involving false entries on the bank’s books, and the granting of 
unauthorized loans of questionable or no value. 


Attitude of supervisory authority 


The State authority is said to believe that this Corporation should proceed 
toward termination of the bank’s deposit insurance. 


Recommendation of supervising eraminer 


In a letter dated January 23, 1953, Supervising Examiner Gover has recom- 
mended that the bank be cited under the provisions of section 8 (a) and that 
the case be prosecuted to a conclusion. He has suggested the inclusion of certain 
corrective requirements which, with the exception of those deemed inappropriate 
by counsel, are set forth in the following recommendation of the review examiner. 
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Recommendation of review examiner 


Review examiner recommends that the Corporation institute action against 
First State Bank of Elmwood Park, Elmwood, Park, Ill, under the provisions of 
section 8 (a2) of the Federal Deposit Insurance Act, to require discontinuance of 
the unsafe and unsound practices cited herein, and that the required corrections 
include: 

1. The removal of President and Chairman of the Board Henry J. Beutel as 
an officer and director of the bank. 

2. That the bank provide a board of directors and executive officers satisfac- 
tory to, and to be approved by, the Illinois auditor of public accounts and this 
Corporation. 

3. The elimination from the bank’s books by chargeoff, or otherw se, of all 
assets classified as doubtful and loss in the report of examination made by 
Federal Deposit Insurance Corporation Examiner M. J. Quinlan as of the close 
of business November 29, 1952. 

4. That the total capital account of the bank be increased to an amount com- 
mensurate with the volume of its assets and the risks involved therein, the addi- 
tional amount to be provided to be not less than $600,000 after meeting the 
requirement of No. 3 above. ° 

5. That the loans classified substandard be placed in acceptable banking form, 
and that the bank adopt and maintain a sound loaning policy. 


GEORGE B. JACKSON, 
Senior Review Hxaminer. 
Concur: 

VANCE L. Sartor, 
Chief, Division of Examination. 


OPINION OF COUNSEL 


I have examined the reports of examination of Examiner M. J. Quinlan made 
as of March 6, 1950, January 3, 1951, June 9, 1952, and November 29, 1952; aria 
the audit report of Peat, Marwick, Mitchell & Co., certified public accountants, 
dated November 10, 1952, and from such examination I am of the opinion that 
the evidence will support findings that the bank has continued and is continuing 
the following practices in the conduct of its business, namely : 

(1) The continued operation of the bank with a hazardous, untrust- 
worthy, and self-serving management ; 

(2) The continued operation of the bank with inadequate capital; 

(3) The continued making of improvident loans and of unauthorized loans, 
and the failure to support loans with adequate security and/or credit 
information. 

Without limiting the generality of said findings, and in support thereof, counsel 
has noted and calls attention to the following: 

(a) The large and excessive amount of assets subject to adverse classifi- 
cations—the classifications being “Substandard,” “Doubtful,” and “Loss,” 
as these terms are defined in said examination reports, and the progressive 
increases in such classifications. 

(b) The dissipation of the bank’s earnings by large, extraneous, ané@d 
unwarranted expenditures involving unsupported and irregular entries 
on the bank’s books. ‘ 

(c). The unwarranted disbursement of the bank’s earnings by means of 
excessive payroll, cash dividends, and other expenditures which have pr@ 
vented a normal growth in capital funds. 

(d) The inadequacy of the capital funds—the ratio of capital accounts 
to the bank’s average assets for the past year is approximately 3 percent 
or less than one-half of the national average. 

(e) The failure to maintain suitable and accurate records. 

(f) The large amount of loans extended by, or at the direction of, Presi- 
dent Beutel without authority of the board of directors or loan committee, 
and which are classified “Loss” or “Doubtful” by the examiner. 

(g) The failure to heed the criticisms and to comply with the recom- 
mendations of the bank examiners, and to observe the confidentiality of the 
examination reports. 

I am further of the opinion that the above practices constitute unsafe and 


unsound practices withi the meaning of section 8 (a) of the Federal Deposit 
Insurance Act. : 
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Accordingly, I have prepared and submit to you herewith for the convenience 
of the Board of Director’s. proposed findings and order of correction and pro- 
posed form letter to be directed to the proper supervising authority should the 


Board decide to proceed in accordance with Section 8 (a) of the Federal De. 
posit Insurance Act. 


Norris C. BAKKE, 


Associate General Counsel. 
To: The Board of Directors: 


The Board of Review, having considered the information submitted in this 
memorandum and the above opinion of counsel, hereby concurs in the recom- 
mendation of the review examiner and the opinion of counsel, and recommends 
to the Board of Directors that proceeding be immediately instituted against 
the First State Bank of Elmwood Park, Elmwood Park, IiL, pursuant to section 
8 (a) of the Federal Deposit Insurance Act for the purposes of securing the 
correction of said unsafe and unsound practices. 

The documents and procedure herein outlined by counsel are also hereby 
approved and their adoption is recommended to the Board of Directors. 

April 3, 1953. 

;' EHC LGT HEC NCB 
‘ : LLR RDM VLS ECT 


The Board of Directors, having considered the above recommendation, this 
memorandum and the evidence, adopts the findings and recommendations of 
the review examiner and the Board of Review. 

April 3, 1953. 

E. F. Downey, Secretary. 


Statement as of Now. 29, 1952 


ASSETS 


Cash and due from banks $3, 992, 000 
U...8: Government obligations... 251i... 7, 249, 300 
Other. .peouritie sci SS i ot rie Ld 3, 091, 700 
Loahs and disceunts 2, 291, 300 
Leasehold improvements 

Furniture and fixtures 

Other assets 


Total assets 


Demand deposits 
Time deposits 
Other liabilities 


Total liabilities 
Common capital 
Surplus 
Other capital segregations 
Total capital funds 


Total liabilities and capital_...____._-- 
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Analysis of capital account 


Percentage of average 
assets (15,493,600) 
jor past year 
Total capital 


Less: 
Doubtful classification (50 percent). 6,000 
Loss classification 730,600 36,600 


Net capital account 469, 700 


Leasehold 

Furniture and fixtures__.___________ 

Other real estate 

Potential O. R. E 148, 300 


Excess of net capital account______________________ 321, 400 


Speculative bonds 0 
TG etcetera nds 0 
Corporate stocks 0 
Substandard loans 108, 200 
Doubtful classification (50 percent)_. 6,000 109, 000 


Excess of net capital account__._.--....._______- 212, 400 


Report of last examination November 29, 1952. 
Point rating : 3-1-0.5-P. 


1 After applying $54.5 thousand valuation allowance. 


Record of bank since opening for business Jan. 12, 1946 


Examination | 


} oe 
Sub- |Doubt- s C/O1 | Recov-| V/A |Capital] Ratio 
standard; ful | eries | | : 


| 


| } 
Thou- | Thou- - i Per- 
sands | sands | cent 


| 
| 


uF 

Mar. 6, 1960_....-...-...} 
Jan. 3, 1951 _-. | 
June 9, 1952 7 | 
Nov. 29, ‘ d 





) Between exams. 
? Includes $150,000 from sale of $100,000 par value additional stock. 
' Includes $35,800 liabilities not shown on books. 


HISTORY OF THE BANK 


This bank was organized August 24, 1945, and began business as an insured 
nonmember State bank on January 12, 1946, with a capital structure of $150,000 
including $100,000 common capital and $25,000 surplus. In their application 
applying for deposit insurance the organizers estimated that the bank would 
acquire approximately $2 million by the end of the first year of operation. How- 
ever, by the time of the first examination on February 3, 1947, slightly more 
than twelve months later, the deposit volume exceeded $4,200,000. Steps were 
immediately taken by correspondence and conferences with the major stock- 
holder, President R. J. McKay, to have capital increased to an amount com- 
mensurate with deposits, and on August 8, 1948, an additional $100,000 par value 
common stock was sold for $150,000. By that time, however, deposits had in- 
creased to over $6 million and the ratio of capital to assets after injection of 
the new capital funds remained far below the national average. Up to that 
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time, and for a short period thereafter the bank's condition was highly liquid, 
with no criticized assets of consequence in evidence. In June 1949 Mr. Henry 
J. Beutel, who was president and controlling stockholder of the Belmont Na- 
tional Bank of Chicago acquired control of subject bank ($104,040 par value 
at March 6, 1950 examination) and became its president. Following the 1950 
examination. negotiations were begun with Mr. Beutel, and have been con- 
tinuous since that time, to have additional capital injected into the bank. Mr. 
Beutel has indicated an awareness of the need for additional capital and an 
intention to correct the situation but has done nothing about the matter. 

At an examination of the Belmont National Bank of Chicago in December 
1951, examiners were unable to obtain satisfactory explanation of charges to 
the expense account and of prepaid expenses authorized by President Beutel. 
At a subsequent conference in the Comptroller’s Office Mr. Beutel was still 
unable or unwilling to give a satisfactory explanation and was requested to 
prepare and submit a special report in adequate detail covering the items. On 
June 9, 1952, examinations of the First State Bank of Elmwood Park, West 
Irving State Bank of Chicago and the Belmont National Bank of Chicago were 
conducted simultaneously inasmuch as Mr. Beutel was president of all three 
banks and the dominating influence in their management. During those ex- 
aminations extraneous and unsupported expenditures were also found at the 
two State banks, and no satisfactory explanation was made by Mr. Beutel con- 
cerning these expenditures or those at the National Bank. The examiner 
prepared a letter report to the United States district attorney covering irregu- 
larities at the First State Bank of Elmwood Park, for which Mr. Beutel was 
believed responsible in the amount of $46,280, This report was transmitted to 
the United States attorney addressed, and copies were sent to the Department 
of Justice by counsel for this Corporation on July 28, 1952. 

Following the June 1952 examination subject bank employed the firm of Peat, 
Marwick, Mitchell & Co., certified public accountants, of Chicago, IIL, to ex- 
amine recorded expenditures for the period from June 1, 1949, to September 30, 
1952. Their report, dated November 10, 1952, summarizes a total of $99,141.38 
of the various classifications of expense considered and states “* * * further 
investigation or explanations of some or all of the expenditures reported herein 
may be warranted, in order to establish the proper application of expenses re- 
ported as being made for the benefit of other banks, or to determine the pro- 
priety of business purpose of other items.” 

As a result of conferences and pressure by supervisory authorities Mr. Beutel 
resigned his position as president of all three banks, and during an examination 
of the Belmont National Bank of Chicago on September 22, 1952, completed a 
sale of his stock in that bank to its directors and their associates, thereby 
severing any official connection with the bank. The purchasers of his stock 
were not satisfied with assets totaling $226,100 and required Mr. Beutel to 
guarantee such assets and pledge as additional collateral his 10,350 shares of 
stock of the First State Bank of Elmwood Park. In the meantime, by dis- 
tributing some $400,000 of notes in the 3 banks, Mr. Beutel and his associates 
had acquired control of the Devon-North Town State Bank, Chicago, IIL, and 
installed himself as president of that institution, a member State bank. Al- 
though Mr. Beutel resigned on August 12, 1952, as president of First State 
Bank of Elmwood Park he remained as director and continued to draw a salary 
of $9,200 annually. 

Supervising Examiner Gover’s letter of January 23, 1953, recommending cita- 
tion of the bank under section 8 (a) is quoted in part as follows: 

“On January 12, the date of annual shareholders’ and subsequent reorgani- 
zation meetings, Mr. Henry J. Beutel, by virtue of his stock-ownership control, 
elected himself as president and chairman of the board at a salary of $30,000 
per annum, as compared with the $9,200 previously received. In addition, the 
reliable, reputable, and responsible directors, namely, Messrs. Leo Bianchi, 
Charles Glasser, Raymond J. McKay, and William G. Zander, who were opposed 
to Mr. Beutel’s policies, practices, and misconduct, were not reelected. In their 
stead, a slate comprised of individuals favorable to and/or dominated by Mr. 
Beutel was selected and ratified during what we are informed was a rather 
stormy session. Mr. Zander, practically the only active official in whom we had 
any confidence, was, of course, relieved of his responsibilities as vice president 
and Mr. Alfred W. Clausen, who had been of some assistance and reasonably 
cooperative with the supervising and examining authorities, was relieved of his 
title, although retained as an employee. The present board of directors con- 
sists largely of individuals on the pay roll who are subservient to the wishes of 
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Mr. Beutel, including one, Willard J. Cohen, designated as assistant to the 
president at a salary of $10,200 per annum. We understand Mr. Cohen has 
recently assisted Mr. Beutel financially and also that he has not been in the 
bank since his election as a salaried officer.” 

Mr. Gover feels that nothing short of termination proceedings can correct the 
situation and in support of his position offers the following: 


“Continucd operation of the bank with an inadequate capital structure 


“The reports of repeated examinations by Corporation representatives will 
show very little improvement and Mr. Beutel has consistently refused to under- 
take a corrective program. In 1949, when he acquired control, the resources 
approximated $7,650,000, supported by a capital structure of around $342,500. 
The percentage of excess of adjusted capital over the fixed and substandard 
assets then approximated 3.2 percent. As of the date of the current examina- 
tion, the resources approximated $16,900,000 and the net capital structure 
$469,700, with the aforementioned ratio reduced to 1.3 percent and a capital- 
assets ratio of 3 percent. This situation is, of course, aggravated by Mr. 
Beutel’s dissipation of the profits through extraneous expenditures, his heavy 
indebtedness, and other mitigating circumstances. 


“Abuse of the bank’s prestige and funds 


“President Beutel, the principal stockholder, has maintained accounts with 
other banking institutions, principally of an inactive nature, where he has ob- 
tained personal credit accommodations. The maintenance of such accounts has 
often been criticized and on two occasions the directors ordered them closed, 
only to see them reopened as soon as the president could get an employee to do 
so. Weare informed that the practice has now been expanded. 


“Failure to eliminate objectionable assets 


“The report of the current examination reflects substandard classifications 
exceeding $103,000 and net doubtful and loss items of $12,000 and $30,600, re- 
spectively, after application of valuation allowance. This has resulted in the 
reporting and publishing of inaccurate statements of the bank’s condition. 


“Granting of unauthorized loans 


“The examination reports will reflect that, without authority by the board 
of directors or its duly constituted loan committee, President Beutel has re- 
peatedly placed loans in the bank, many under suspicious circumstances. Some 
were actually entered while he was without official status other than as a di- 
rector. In this connection, although he was relieved of his authority and desig- 
nation as president and managing official during the past year by formal order 
of the board of directors, he has repeatedly used his position as controlling 
stockholder to intimidate minor officials and employees by threatening discharge. 
During his period of no authority, he deliberately interfered with and dictated 
the operation of the bank to its detriment. 


“Dissipation of profits and management 


“Unwarranted and. unsupported expenditures involving false entries on the 
books have been a part of Mr. Beutel’s managerial policy. The records will in- 
dicate that individuals who have performed no service for the bank have been 
carried on its payrolls. Also, there has been multiple compensation involving 
other banks subject to his control to those associated with President Bentel. 
He has treated the institution as his personal property, notwithstanding the 
fact that it is a semipublic organization. Evidence of this contention will be 
found in the reports of examinations as of January 3, 1951, June 9 and Novem- 
ber 29, 1952. There is enclosed a copy of a detailed report of an audit of the 
bank’s affairs for the period June 1, 1949, to September 30, 1952, conducted by 
Peat, Marwick, Mitchell & Co., a reputable firm of certified public accountants 
of this city. In this connection, you are advised that a claim for $154,141.38 has 
been filed with the Peerless Casualty Co., Keene, N. H., surety for President 
Beutel. Furthermore, certain stockholders representing the minority interests 
bave recently filed suit alleging mismanagement, dissipation of the bank’s capital 
funds, and demanding an accounting.” 

Supervising Examiner Gover further advises in part as follows: 

“Mr. Beutel has, on several occasions, refused to cooperate with those author- 
ized by law to examine and inquire into the affairs of the bank, as evidenced by 
the reports of Corporation examinations, those conducted by the office of the 

83551—56—pt. 114 
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auditor of public account, and the enclosed accountants’ detailed report. Just 
last Monday, since we now have no other way of obtaining information, Ex- 
aminer Maurice J. Quinlan was instructed to call at the bank and report the 
proceedings relating to the recent election of directors, officials, etc. Upon his 
arrival there was no one officially in charge, but he was informed that President 
Beutel had left instructions no such information was to be revealed without 
written request from the undersigned. I then telephoned Mr. Beutel reminding 
him of the provisions of the law and authority of Examiner Quinlan, also that 
we desired the information and would obtain it, if necessary with the assistance 
of the United States marshal. None of his henchmen officials were there, but he 
did telephone a young lady who provided the data required. 

“Formal criminal charges have been filed with the United States district at- 
torney with the approval of your office, and the Federal Bureau of Investigation 
is at work on the case. We understand the investigators have only small items 
at this time which would warrant indictment, but are hoping to locate some of 
a larger nature that can be fully substantiated before proceeding further. The 
bonding company is concerned, having received notice of irregularities, and has 
required the pledge of some collateral by Mr. Beutel as security. 

“Many reputable banks and bankers throughout this area are aware of Mr. 
Beutel’s misconduct and cannot understand the failure of the Corporation to 
act. The president, we are reliably informed, devotes the major portion of his 
time to the operation of the Devon-North Town State Bank of this city, of 
which he also is president. This office is not informed as to the amount of salary 
presently paid Mr. Beutel by the last-named bank; however, he was paid at the 
annual rate of $23,500 last year and certain information we have received 
leads us to believe his salary from that institution will be $35,000 for this year. 
The Devon-North Town State Bank, a member of the Federal Reserve System, 
has been continually under examination since Mr. Beutel’s association with it, 
and it is now being examined by the local Federal Reserve bank. Messrs. A. H. 
Olson and Gale K. Hovey, close associates of President Beutel, are now vice 
presidents of the subject bank at annual salaries of $5,400 each. They reportedly 
have not been in the bank since their election and both were previously installed 
as vice presidents of the West Irving State Bank of this city, also controlled by 
Mr. Beutel, at annual salaries of $10,000 each. We are not in a position to prove 
this statement definitely, but are firmly convinced Mr. Beutel is receiving a 
kickback in one form or another for the unwarranted compensation paid these 
and other individuals. We believe the files and examination reports will justify 
such an opinion. 

“The Bureau of Internal Revenue is also in process of an investigation, and 
indications are that Mr. Beutel, as well as two of the banks with which he has 
been connected, will be liable for an additional assessment. 

“This is a situation which has caused us untold difficulty, embarrassment, 
and concern. We are in a position to furnish some additional evidence or informa- 
tion in substantiation of any charges enumerated herein, if you deem necessary, 
but it is our considered opinion that action should not be delayed. The State 
Department is admittedly without any specific authority in the premises, but 
shares the opinion of this office and believes the Corporation should proceed 
toward termination of deposit insurance. If we continue to permit Mr. Beutel 
to flaunt us, we will be the laughing stock of the entire banking fraternity in the 
Chicago area and, undoubtedly, will lose face with the reputable bankers who 
are now well acquainted with Mr. Beutel’s operations.” 





ILLINOIS BANKING SITUATION 207 


MANAGEMENT 


As of the date of examination, November 29, 1952, officers and directors of the 
bank were as follows: 


Name and occupation Tit Net P/V | 
worth stock 


Le EE ———— } 


Salary 


Beutel, Henry J., banker _.| $200, 000 | $110, 150 $9, 100 


1 250 
Bianchi, Leo, auto dealer (Pontiac) _____- 6 tte eee 250, 000 | 2, 000 1100 
Glasser, Charles, news agency and gar- | : eae 100, 000 2,000 1100 
ment manufacturer. 
Lundsberg, Andrew, construction com- | 50 |- : 100, 000 | 1, 050 
pany executive. | 
McKay, Raymond J., banker and fi- | Chairman of board....| 100, 000 | 1, 000 
nance company executive. | | 
Zander, William G., banker ....| 58 | Vice president......._.| 20,000} 1,000 


OFF"CERS, NOT DIRECTORS, AND 
EMPLOYEES 





Clausen, Alfred W., banker. _.....______| 55 Executive vice presi- | 

| dent and cashier. 
Crusnow, A. J., banker 57 | Vice president 
Greifendorf, Myrtle, banker 53 Assistant cashier ._____| 
Karolewski, Raymond, banker 


Buseh, Frank R., banker__-----.._--- 








! Bouus. 


As previously stated Mr. Beutel was removed as president by the directors on 
August 12, 1952. However, he remained as a director and continued to draw his 
salary, and on September 17, 1952, was appointed a member of the loan com- 
mittee. The examiner commented upon Mr. Beutel in the confidential section 
of his November 29, 1952, examination report in part as follows: 

“This individual has little knowledge of banking fundamentals and credits, 
and his ability to act in an executive capacity is questioned. It is believed loans 
are made to serve his own personal interests. His personal debts to other banks 
and individuais, while unknown, are believed substantial. Extraneous charges 
to bank’s expense account are unexplained. A promoter, believed dangerous to 
the operation of this and other banks with which he is associated.” 

According to the copy of the minutes of a board meeting held December 31, 
1952, a resolution was passed by the affirmative vote of all members except Beutel 
and Lundsberg, authorizing the filing of a formal claim against the bonding com- 
pany for all known claims covered by the bond, and Messrs. McKay, Zander, 
and Glasser were appointed as a committee with full authority to take such addi- 
tional action as might be deemed proper in connection with the various matters 
disclosed in the auditors’ report. Mr. Beutel voted against the resolution and 
Mr. Lundsberg refrained from voting. Additional resolutions were adopted at 
the meeting by the affirmative vote of all present except Messrs. Beutel and 
Lundsberg who voted in the negative, removing Mr. Beutel as president of the 
bank and ratifying and confirming the employment of a law firm to press and 
prosecute the claim against the bonding company and to represent the bank in 
connection with any and all matters covered by the auditors’ report. 
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At the annual shareholders’ meeting on January 12, 1953, and subsequent re- 


organization meetings we are advised that the following officers and directors 
were elected : 


Name Title— Director 


Henry J. Beutel 

S. Edward Bloom 
Willard J. Cohen_ 
Albert H. Olson 

Gale K. Hovey 

Andrew Laundsberg._.--- 
A. J, Crusnow-.. 


| President and chairman of board. 
' 


OFFICERS, NOT DIRECTORS, AND 
EMPLOYEES 


RE CRI» nao d= Ge dob sn ehpcigen- aoa EE [Dn ch.denatnann ween osimmiteinbees-auaineat 


Ne ee eee Assistant vice president 
Frank R. Busch do 


Myrtle Greifendorf-_.............-....... 
Others 


Although the qualifications of the newly elected directors have not been sub- 
mitted for appraisal, the circumstances under which they were elected clearly 
indicates their subservience to the wishes of Mr. Beutel and their willingness to 
condone his methods of operation. Regardless of whether the irregularities 
chargeable to Mr. Beutel which have been reported to the United States district 
attorney and are presently being investigated by his office result in an indictment 
and subsequent conviction, such irregularities reflect a lack of integrity and 


trustworthiness which can not be condoned and which represents a serious hazard 
in the operation of the bank. 


INADEQUACY OF CAPITAL 


The foregoing statistics and comments show that the bank’s capital has con- 
sistently been far below the prevailing national average of commercial insured 
banks, and that continuous efforts have been made, with only partial success, to 
have additional capital provided. The need for this additional capital has been 
inereasingly acute over the past few years due to the inferior loans placed in 
the bank by Mr. Beutel, and because of his dissipation of the bank’s earnings 
through extraneous and unsupported charges to the expense and other accounts 
of the bank. Each examination reflects an increased total of deposits, with 
little or no increase in the ratio of capital to assets. 

The record of the bank's ratio of capital to assets other than cash and United 
States Government securities, as compared to the national average, has been 
as follows: 


Examination 


[In percent] 


Apr. 11, Mar. 6, Jan. 3, June 9, Noy. 29, 
1949 1950 1951 1952 1952 


Subject bank 14.3 10.9 9.3 7.3 &3 
National average (year-end prior to ex- 


amination) 19.6 17.1 16.4 16.4 


Dividends have been paid consistently since 1948, except for the year 1950, 
despite the bank’s relatively small net earnings. While the rate of these divi- 
dends ($4,000 annually through 1949, and $5,000 in 1950 and 1952) has not been 
large in relation to net profits, such net profits have been far below average 
because of heavy salary and other extraneous expenses. Obviously, if the record 
of past operations is continued into the future, as seems to be the intention of 
Mr. Beutel, the inadequate protection afforded by present capital funds will be 
progressively reduced and the bank will eventually be faced with insolvency. 

The injection of at least $600,000 of additional capital funds, thereby raising 
the capital-assets ratio to 6.3 percent and the capital risk asset ratio to 17.9 per- 
cent, appears essential to provide the bank with adequate capital funds. 
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VIOLATION OF THE LAW 


Although violations of statutes relating to loans have not been numerous or 
continuous, such violations were noted in the February 16, 1948 examination 


report in the amount of $80,400, and again in the most recent report as of Novem- 
ber 29, 1952, in the amount of $49,300. 


> 
PERTINENT INFORMATION RELATIVE TO THE COMMUNITY SERVED 


Elmwood Park is an outlying suburb of Chicago having a population of 18,801 
according to the last census, and serves a trade area estimated as having 75,000 
inhabitants. Subject bank is located in a compact business district consisting 
principally of moderate-sized retail establishments. Several large industrial 
plants are located nearby. The nearest competing banks are located 3 miles 
distant. 


AFFILIATES AND BRANCHES 


Subject bank owns 70 of the outstanding 100 shares of capital stock of Elm- 
wood Park Safe Deposit Co. and 3 of the bank’s directors hold the balance of 
the shares in name only for qualifying purposes, the actual ownership being in 
the bank. This concern has stated common capital of $1,000, surplus of $19,100, 
and total assets of $48,900 consisting principally of safe-deposit boxes. As indi- 
cated in previous remarks the bank is closely allied with the West Irving State 
Bank and the Devon-North Town State Bank, both of Chicago, by reason of 
Mr. Beutel’s ownership of controlling stock in each institution. According to 
the latest report of examination of the West Irving State Bank on January 12, 
1953, Mr. Beutel held 13,160 of the bank’s outstanding 35,000 shares ($10 par 
value each). At that examination that bank’s total deposits were $7,036,300 
and its net adjusted capital funds were $494,200. According to the examination 
report of the Devon-North Town State Bank on August 12, 1952, Mr. Beutel owned 
in his own name only $1,000 par value of that bank’s $200,000 common capital, 
but by his voting the proxy of others he was indicated to be the real owner of 
$108,000 par value additional stock registered in the name of Hirsch Realty Co. 
An examination of that bank, a member of the Federal Reserve System, was 
commenced by Federal Reserve examiners as of December 29, 1952, and the 
report is not yet available. The bank has deposits of approximately $18 million, 
with capital funds around $600,000. 

No branches are operated by the subject bank. 


INSURED DEPOSITS 


The insured deposits of the bank on November 29, 1952, were estimated to 
aggregate $14,221,900, or 87.1 percent of total deposits. 


TRUST. DEPARTMENT 
The bank does not operate a trust department. 


UNSAFE AND UNSOUND PRACTICES 


The latest examination of the bank as of November 29, 1952, and information 
developed by examiners subsequent to that date, discloses the continuation of 
the following unsafe and unsound practices ; 

(1) The continued operation of the bank with a hazardous, untrustworthy, 
and self-serving management; and 
(2) The continued operation of the bank with inadequate capital; and 
(3) The continued making of improvident loans and of authorized loans, 
and the failure to support loans with adequate security and/or credit 
information. 
EFFORTS AT CORRECTION 


At the examination of March 6, 1950, the examiner discussed the inadequate 
capital with management and recommended the sale of new stock and the con- 
servation of all earnings to correct the deficiency. Following this examination 
Supervising Examiner Gover wrote the bank urging the sale of $100,000 par value 
new stock at an appropriate price. Mr. Beutel called at the district_office on 
May 3, 1950, and was informed that the sale of additional stock would be ex- 
pected if the then capital-assets ratio of 4 percent did not show material im- 
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provement by the time of the next examination. Corporation Examiner Ireland 
held a special conference with directors at the bank on June 19, 1950, and urged 
that capital be increased. The examiner again recommended the sale of new 
stock at the examination of January 3, 1951, and following that examination the 
supervising examiner wrote the bank urging the sale of $200,000 par value addi- 
tional stock at an appropriate price. Mr. Beutel replied on April 17, 1951, stating 
that a program for increasing the bank’s capital would be submitted within 60 
days. He called in person at the district office on July 13, 1951, but offered 
nothing constructive with reference to increasing capital, stating he did not care 
to exercise his rights to purchase new stock and to incur debt for that purpose. 
He again called at the district office on October 12, 1951, and indicated the bank 
might be able to sell $100,000 par value additional common stock and declare a 
dividend of $100,000 payable in common stock. Supervising Examiner Gover 
followed up this matter by letter on December 13, 1951, and was advised that the 
program would be discussed by shareholders on January 14, 1952. Mr. Beutel 
called at the district office on January 23, 1952, to advise that nothing had 
been done about the capital but that he still intended to take action and would 
call again in about 30 days. At the examinations of June 9, 1952 and November 
29, 1952, the examiner against recommended the sale of new capital stock, and 
following each of those examinations Supervising Examiner Gover urged the 
directors by letter to provide not less than $400,000 of new capital funds through 
the sale of $200,000 par value additional stock at an appropriate price. The 
Illinois auditor of public accounts has been kept currently advised of these ef- 
forts to have adequate capital provided. 

Following the examinations of June 9, 1952, Mr. Beutel’s resignation as pres- 
ident of subject bank and as president and director of Belmont National Bank 
and West Irving State Bank of Chicago were brought about as a result of 
numerous negotiations and discussions involving the district office of this Cor- 
poration, the Office of the Chief National Bank Examiner, the State banking 
department, and certain directors and officials of these banks. Mr. Beutel’s 
reinstatement as president of subject bank and the replacement of the officers 
and directors responsible for his resignation, all of «hich was accomplished 
at the recent shareholders’ meeting through use of his majority stockholdings, 
demonstrates his intention of continuing self-serving and hazardous management 
practices, as well as the futility of further efforts to correct the situation by 
ordinary negotiations and discussions. Under date of November 3, 1953, Super- 
vising Examiner Gover was advised by the bank over the signature of Board 
Chairman McKay in part as follows: 

“In your letter you asked us to advise you as to the duties performed for the 
bank by Amelita Griebel, Gale K. Hovey, Albert Olsen, and Edwin Weig. It is 
the opinion of the directors that the above-named individuals did nothing to 
warrant the compensation they received from the First State Bank of Elmwood 
Park. They were all removed from the payroll effective August 1, 1952.” 

“The question of increasing our capital structure was discussed at our last 
directors meeting. Under the Illinois statute, it takes a two-thirds vote of 
the stockholders to increase the capital of a State bank. Mr. Beutel, who owns 
over 50 percent of the stock, informed the meeting that in case we called a 
special meeting of the stockholders he would not attend; and, therefore we 
would not have a quorum and would not be able to hold the meeting. In view 
of these facts, the directors of the bank are powerless to effect any increase in 
the bank’s capital structure.” 

The audit report of Peat, Marwick, Mitchell & Co. shows that the individuals 
named in the above quoted letter were on the payroll of the bank during varying 


periods between June 1, 1949 to August 1, 1952, and that payroll disbursements 
to them amounted to $18,047.75. 


AGREEMENT 


THIS AGREEMENT, made and entered into this 26th day of May 1953, at Elmwoo¢ 
Park, Illinois, by and between Frrst State BANK or ELMwoop Park, a banking 
corporation duly organized and existing tinder and by virtue of the laws of the 
State of Illinois, and having its principal place of business in Elmwood Park, 
Illinois (hereinafter called “Selling Bank”), and BANK or Etmwoop Park, 8 
banking corporation duly organized and existing under and by virtue of the 
laws of the State of Illinois, and having its principal place of business in 
Elmwood Park, Illinois (hereinafter called “Assuming Bank’’). 
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WITNESSETH 


Whereas in the opinion of the Auditor of Public Accounts of the State of 
Illinois it is necessary for the protection of the depositors and other creditors 
of the Selling Bank that the Selling Bank sell its assets in order to make possible 
the assumption of all its liabilities, other than its liabilities to its stockholders, 
and it has been determined by the directors of the Selling Bank that it is not 
feasible for the Selling Bank to continue in operation ; and 

Whereas Selling Bank has made application to the Federal Deposit Insurance 
Corporation under the provisions of paragraph (e) of Section 13 of the Federal 
Deposit Insurance Act to purchase certain of the assets of Selling Bank and/or 
to make a loan to Selling Bank, secured by certain of its assets ; and 

Whereas Federal Deposit Insurance Corporation has determined that it shall 
not make a loan to the Selling Bank but has made a commitment to purchase 
certain assets in order to provide Selling Bank with sufficient funds to make 
possible the transfer of certain of its assets to Assuming Bank in consideration 
of the assumption df its liabilities by Assuming Bank to the extent and in the 
manner herein set forth ; 

Now, THEREFORE, each of the parties hereto, intending to be legally bound 
hereby, do severally undertake, promise, covenant, and agree each with the other, 
as follows: 

Section I 


Assuming Bank hereby assumes and agrees to pay the following liabilities of 
Selling Bank and none other: 
Demand Deposits : 
Subject to check 
Cashiers Checks_____- 
Money Orders 
Certified Checks___ 
Pe Sc ree eee ; 
Rg lll gh TE si A ee 
TO I Tn rie ensigns Sasa eee 
Treasury Tax and Loan Account_______-__~. ; 
Outstanding Drafts 
Continental Illinois National Bank 
Trust Company, Chicago 
Chemical Bank & Trust Company, N. Y_ 
$7, 421, 413. 59 
Time Deposits: 
Savina Deépesites ccc cited 8, 869, 838. 5: 
Xmas Club 65, S67. 
Public Funds_-_- 600, 000. 
—_——_ 9, 535, 705. 53 
Other Liabilities : 
Accrued Interest Payable, Savings Deposits__ 12, 144. : 
Accrued Interest Payable, Public Funds___-_ 700. 00 
oe 12, 844. 28 
Total 16, 969, 963. 40 
Said liabilities appear on the books of Selling Bank and, in the case of individual 
deposits, are more particularly set forth in the individual ledger sheets showing 
the balance in the account of each depositor of Selling Bank as of the close of 
business on April 10, 1953, and which respective balances have been identified 
by the affixation to such individual ledger sheets of a stamp bearing the legend 
“BALANCE ASSUMED BY ASSUMING BANK”. As evidence of the individual deposit 
liabilities assumed by Assuming Bank, two Recordak films of the ledger sheets 
have been prepared and the cartons containing the same have been initialed by 
the parties. As used in this section, the term “deposit” shall include all un- 
collected items included in depositors’ balances so set forth in such individual 
ledger sheets bearing the aforesaid stamp and credited on the books of Selling 
Bank subject to final payment. As to individual deposits assumed by Assuming 
Bank, the amount thereof in each case shall be the balance shown on the ledger 
sheet immediately preceding the aforesaid stamp, and Assuming Bank shall - 
have no liability or responsibility to any depositor of Selling Bank for any other 
amount. The details of the liabilities assumed by Assuming Bank other than 
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liabilities to individual depositors are listed in the Schedule of Assumed 
Liabilities. 

Accrued interest on savings deposits is computed at the true annual rate op 
the average daily total savings deposit balances of Selling Bank (hereinafter 
called “savings balances”) as shown on its general ledger reduced to even hundred 
dollars, for the time between the end of the last regular interest period of 6 
months ending on December 31, 1952, and the date hereof, determined by: 


(1) Dividing the aggregate amount of interest piad by Selling Bank on 
savings deposit for said last interest period by its savings balances during 
such period; and 

(2) Reducing or increasing the factor thus determined according to the 
ratio which the declared rate on savings deposits of Selling Bank for the 
current interest period bears to its declared rate of said last period; and 

(3) If said last interest period be less than one full year, by dividing the 
factor determined as in (2) by the fraction of one year which the said 
interest period represents. 


Interest on special savings deposits in accordance with the terms thereof and 
subject to applicable provisions of law and regulations governing interest rates, 
is accrued to the date hereof, but not beyond the maturity date of matured 
certificates. 


SECTION II 


Selling Bank agrees to and does hereby sell, assign, transfer, convey, set over, 
and deliver to Assuming Bank the following assets and none other: 
Cash on Hand 
Due From Banks: 
Continental Illinois National Bank and Trust Company of 
Chicago 1, 475, 164. | 
First National Bank of Chicago 46, 159. : 
Virst National Bank of Chicago (Bond Proceeds) 300, 656. 2: 
Chemical Bank and Trust Company, New York City.._.___- 582, 708. 
Chase National Bank of New York 24, 496. 00 
West Irving Trust Company, Chicago 256, 027. 04 


Chicago National Bank, Chicago 250, 000. 00 

Empire Trust Company, Dallas, Texas 50, 000. 00 
Union Planters National Bank & Trust Company, Memphis, 

Tennessee 100, 000. 00 

U. S. y 8, 004, 219. 94 

Accreach Gaberett. cn Ramis iii lst She 66, 072. 64 

Proceeds of Sale of Assets (Due from FDIC) -_~-..-...----_---. 4, 819, 390. 34 


Total 16, 969, 963. 40 


which are particularly described in the Schedule of Acceptable Assets. Assum- 
ing Bank hereby acknowledges receipt of all of the foregoing assets whieh are 
susceptible of physical delivery and of proper instruments conveying title to all 
other assets. 

The closing bid or last selling price, if higher, of any bond or other security in 
any security exchange or recognized over-the-counter market on the last business 
day preceding the date hereof, shall be considered the market value of such bond 
or security for purposes of this agreement. 


SECTION III 


Selling Bank hereby assigns, transfers and delivers to Assuming Bank the 
following records pertaining to deposit liabilities assumed by Assuming Bank: 

(1) Deposit ledger sheets: 

(2) Signature cards, orders, and contracts between Selling Bank and its 
depositors, and records of similar character ; 

(3) Depositors’ passbooks held by Selling Bank, deposit slips, and cancelled 
checks or withdrawal orders representing charges to depositors’ accounts; 
and the following records pertaining to assets transferred to Assuming 
Bank: 

(1) Records of deposit balances carried with other banks, bankers, and 
trust companies ; 

(2) Deeds, mortgages, abstracts, surveys, and other instruments or records 
of title, pertaining to real estate or real estate mortgages, 





ILLINOIS BANKING SITUATION 213 


Assuming Bank agrees to preserve and safely keep all of the files, books of 
account, and records referred to above for the joint benefit of itself, the Selling 
Bank, and the Federal Deposit Insurance Corporation, and that it will permit 
Selling Bank or the Federal Deposit Insurance Corporation to inspect, and make 
extracts from, or copies of, any of such files, books of account, or records, at any 
reasonable time. 


SECTION IV 


Assuming Bank agrees to pay all properly drawn checks, drafts, and with- 
drawal orders presented to it by mail, over its counters or through the clearings 
by depositors of Selling Bank, whether drawn on the check or draft forms pro- 
vided by Selling Bank or by Assuming Bank, to the extent that the assumed bal- 
ances to the credit of the respective makers or drawers as set forth in the 
individual ledger sheets transferred to Assuming Bank and stamped in the 
manner set forth in Section I hereof, shall be sufficient to permit of the payment 
thereof, and in all other respects to discharge, in the usual course of the banking 
pusiness, the duties and obligations of Selling Bank with respect to the balances 
now due and owing to the depositors of Selling Bank assumed by it, provided, the 
Assuming Bank does not assume any special or unusual duties of Selling Bank 
to its depositors unless the terms thereof shall have been disclosed by Selling 
Bank to and accepted by Assuming Bank. 


SECTION Vv 


Assuming Bank agrees to pay interest on all special savings deposits assumed 
by it in accordance with the terms thereof and on all saving, deposit assumed 
by it at the declared rate established by selling bank, subject to the provisions 
of law and the individual contracts relating to such deposits. 


SECTION VI 


Assuming Bank agrees and is hereby authorized, for and on behalf of Selling 
Bank and in its name, to give notice to depositors of its assumption of the de- 
posit balances of Selling Bank assumed by it. Such notice shall be given within 
30 days after the date hereof in accordance with the regulations or require- 
ments of the Federal Deposit Insurance Corporation pursuant to the provisions 
of paragraph (d) of Section 8 of the Federal Deposit Insurance Act. 


SECTION VII 


Selling Bank does hereby sell, assign and transfer to Assuming Bank its safety 
deposit box business, including all removable safety deposit box stacks in its 
vault and all right and benefit heretofore accrued or hereafter accruing to it 
under rental agreements with any persons to whom any of such boxes are rented 
and all of the keys, combinations, signature cards, agreements and records per- 
taining to the operation of such lock boxes by Selling Bank. The purchase price 
therefor has been included in the amounts shown in Section II hereof, which 
amount has been adjusted to reflect on a pro rata basis all prepaid and unpaid 
rentals to the date hereof. 

SECTION VIII 


This agreement is made for the benefit of the depositors of Selling Bank sub- 
ject to the other provisions of this agreement and it is intended and agreed, 
without liimtation upon the rights of Selling Bank under this agreement, that 
such depositors shall have the right to enforce the provisions hereof against 
Assuming Bank. 

SECTION Ix 


If any of the depositors of Selling Bank, instead of accepting the obligation 
of Assuming Bank to pay the deposits of Selling Bank assumed by Assuming 
Bank, shall assert a claim against Selling Bank for the amount of any of such 
assumed deposits, Assuming Bank agrees on demand to provide Selling Bank 
with money sufficient to enable it to pay the claims of such depositors not ex- 
ceeding the amount of the assumed balances to the credit of any such depositors 
so set forth in the individual ledger sheets transferred to Assuming Bank and - 
stamped in the manner set forth in Section I hereof, and upon the payment 
thereof to Selling Bank, Assuming Bank shall be discharged from any further 
liability to such depositor under this agreement. 
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SECTION X 


In the event any omissions or errors in computation shall have occurred ip 
completing this agreement, the parties severally agree to adjust therefor ip 
cash upon the discovery thereof, it being the intention of the parties that the 
assets transferred on the basis of the ag ved valuations as of the date hereof 
made pursuant hereto, shall equal the exact amount of liabilities to depositors 
of Selling Bank appearing on the books of the Selling Bank as of the close of 
business on the date hereof and assumed by Assuming Bank as herein provided, 
In the event the amount actually due to the depositors of Selling Bank is less 
than the amount of the assumed balances to the credit of any such depositors as 
set forth in the individual ledger sheets transferred to Assuming Bank and 
stamped in the manner set forth in Section I hereof, Assuming Bank agrees to 
pay the amount of such excess to the Federal Deposit Insurance Corporation 
forthwith upon discovery thereof. 


SECTION XI 


All schedules herein referred to shall be signed by the parties hereto and 
constitute a part of but shall not be attached to this agreement and shall be 
prepared in nine counterparts, one counterpart of each to be delivered to each, 
Selling Bank, Assuming Bank, and the Federal Deposit Insurance Corporation. 


SECTION XII 


Selling Bank hereby warrants that: 

(1) All notes, securities and other evidences of debt or property  trans- 
ferred to Assuming Bank hereunder are genuine and that it holds the abso- 
lute legal title hereto and that there are no defenses or offsets of any kind 
thereto, save and except as set forth in the Schedule of Acceptable Assets 
furnished Assuming Bank by Selling Bank ; 

(2) All notes, securities, and other evidences of debt or property listed 
in the Schedule of Acceptable Assets as collateral on loans and discounts 
transferred to Assuming Bank hereunder are genuine and that it has 
valid liens thereon to secure the obligations which the same purport to 
secure ; 

(3) It has no liabilities to depositors other than those set forth in the 
individual ledger sheets transferred to Assuming Bank and stamped in 
the manner set forth in Section I hereof, and in the.event that any other 
liabilities shall exist, Selling Bank agrees to hold Assuming Bank free and 
harmless therefrom. 

Except as to the warranties contained in this section all assets transferred to 
Assuming Bank under this agreement shall be without recourse to Selling Bank 
regardless of the form of endorsement or assignment thereof. 


SECTION XIII 


Selling Bank agrees at any time and from time to time upon request of As- 
suming Bank to give such further assurances and execute, acknowledge and de- 
liver such further instruments and documents of conveyance as shall be neces- 
sary or proper to vest in Assuming Bank the full legal or equitable title of Selling 
Bank to the property transferred to Assuming Bank hereunder. 


SECTION XIV 


This agreement shall be binding upon and shall inure to the benefit of the 
parties hereto, their successors and assigns respectively and shall take effect at 
the close of business on the date hereof. 

IN WITNESS WHEREOF, the FIRST STATE BANK OF ELMWOOD PARK and 
BANK OF ELMWOOD PARK have executed these presents by their officers 
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thereunto duly authorized and have caused their corporate seals to be affixed 
hereto the day and year first above written. 


First STATE Bank or ELMWwoop PARK, 


By A——————_-__ Vice President. 
Attest : 
A. J. Crusnow, Cashier. 


BankK oF ELMWoOop PARK, 
By Joun E. Suruivan, President. 


Ray KAROLEWSKI, Acting Cashier. 


First State Bank of Elmwood Park 


Elmwood Park, IUinois—Summary of deposit liabilities assumed by Bank of 
Elmwood Park, Elmwood Park, Illinois 


Classification Amount 
Demand Deposits: 
Subject to Check $6, 323, 531. 52 
Cie Cen Aa ca ee a al 207, 767. 65 
I BI neste emit piesa onvmentiers, Usa BAe 5 dike ited 136, 446. 54 
Ce Cen i Ses ek eh 6 ee iia 36, 768. 20 
Wicues ner od a a a ii ere 8, 217. 73 
Loan Department Checks 15, 795. 93 
Dividend Checks 3, 360. 00 
Treasury Tax Loan Accounts 244, 370. 68 
Outstanding Drafts: 
Continental Illinois National Bank and Trust Company, 
CN. DURE nnn Ui. .etitl asthe nietadtciecenenebtagnesdenaaliatinaal 437, 596. 24 
Chemical Bank & Trust Company New York, New York_- 7, 559. 15 
PIII ccs o-ohceeilamsamsiiahesiinsctardita i <ieesibicsniminiin wih nen collie noite _. 7,421, 413. 59 
Time Deposits: 
Savings Deposits 8, 869, 838. 53 
Christmas Club 65, 867. 00 
Public Funds, State Treasurer of Illinois 600, 000. 00 
9, 535, 705. 53 


Total 16, 957, 119. 12 


THIS AGREEMENT, made and entered into this 26th day of May 1953, by and 
between First State BANK oF EtmMwoop Park, a banking corporation duly 
organized and existing under and by virtue of the laws of the State of Illinois, 
and having its principal place of business in Elmwood Park, Illinois (hereinafter 
referred to as the “Selling Bank’), and the FeperAt Depostr INSURANCE CoRPORA- 
TION, a corporation created and existing under and by virtue of an Act of the 
Congress of the United States, and having its principal office in the City of 
Washington, District of Columbia (hereinafter referred to as the ““Corporation”) : 


WITNESSETH 


Whereas in the opinion of the Auditor of Public Accounts of the State of 
lllinois it is necessary for the protection of the depositors and other creditors of 
the Selling Bank that the Selling Bank sell its assets in order to make possible 
the assumption of all its liabilities, other than its liabilities to its stockholders, 
and it has been determined by the directors that it is not feasible for the Selling 
Bank to continue in operation; and 
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Whereas Selling Bank proposes to sell certain of its assets to BANK oF Ex- 
woop Park, a banking corporation duly organized and existing under and by 
virtue of the laws of the State of Illinois, and having its principal place of busi- 
ness in Elmwood Park, Illinois (hereinafter referred to as the “Assuming Bank’’), 
in consideration of the assumption of the deposit liabilities of Selling Bank as 
shown by Selling Bank’s books as of the close of business on the date hereof; and 

Whereas Selling Bank has filed an application requesting the Corporation to 
purchase certain assets of Selling Bank and/or to loan money on the security of 
said assets in order to facilitate and make possible the proposed sale of assets 
to and the aforesaid assumption of the deposit liabilities of Selling Bank by 
Assuming Bank; and 

Whereas the Board of Directors of the Corporation has determined that the 
Corporation will not make a loan to Selling Bank but will purchase, on certain 
terms and conditions, all assets and property of Selling Bank not sold by it 
to Assuming Bank and has further determined that such purchase of assets 
will reduce a risk or avert a threatened loss to the Corporation; and 

Whereas the initial cash purchase price to be paid by the Corporation for 
the assets and property to be thus acquired by it from Selling Bank together 
with certain other assets of Selling Bank (consisting of cash, high-grade:securi- 
ties and other assets considered to be of sound banking quality and acceptable 
for acquisition by Assuming Bank) will equal the aggregate amount of the 
deposit liabilities of Selling Bank, as shown by its books of account as of the 
close of business on the date hereof ; 

Now, THEREFORE, Selling Bank does hereby represent, warrant and convenant 
to and with the Corporation, and Selling Bank and the Corporation do hereby 
severally undertake, promise and agree, each with the other, as follows: 

1. Selling Bank hereby acknowledges that it has filed an application requesting 
the Corporation to purchase certain assets of Selling Bank and/or to loan money 
on the security of said assets and that it has been determined by the Corpora- 
tion that it will not make a loan to Selling Bank but will purchase certain assets 
of Selling Bank instead. 

2. Selling Bank hereby warrants that at the close of business on the date 
hereof (immediately prior to execution and delivery of this instrument) its 
assets consist of two classes : 

(a) The first class or “acceptable assets” consists of cash, deposits in 
other banks and certain investments of Selling Bank of sound banking 
quality (with adjustments for accrued interest and unearned discount) 
which are being sold, transferred, assigned, and conveyed to Assuming 
Bank at agreed values under the terms of a contract between Selling Bank 
and Assuming Bank and bearing even date herewith. 

(b) The second class or “unacceptable assets” consists of all assets and 
property of Selling Bank of every kind and character not being acquired 
bv Assuming Bank as aforesaid. 

Exhibit “A” hereto shows as at the close of business on the date hereof (im- 
mediately prior to the execution and delivery of this Agreement) the total 
assets and liabilities of Selling Bank as shown by its books of account, the total 
acceptable assets of Selling Bank (shown in the column headed “acceptable 
assets’) and the total unacceptable assets eof Selling Bank as shown by the 
books of Selling Bank (shown in the column headed “unacceptable assets”), 
but does not show assets of Selling Bank which do not appear on its books and 
which for the purposes hereof are included in the classification of “unaccept- 
able assets.” Such exhibit identifies the several classes of assets only through 
the totals in the control accounts in the general ledger of Selling Bank, and 
for a more particular description of the individual items comprising these totals, 
reference is made to the books of account and supporting records and files of 
Selling Bank. 

8. Selling Bank does hereby sell, grant, convey, assign, transfer and set over 
to the Corporation all of its property other than: 

(a) the “acceptable assets” of Selling Bank shown in Exhibit “A” hereto 
and the records pertaining thereto ; 

(b) the property, if any, held by Selline Bank as fiduciary, bailee, or in 
any other like capacity for others than itself, and the records pertaining 
thereto; 

(ec) the records of Selling Bank pertaining to its deposit liabilities. 

Without any limitation on the generality of the foregoing, the property so sold, 
granted, conveyed, assigned, transferred and set over to the Corporation (here 
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inafter sometimes referred to as the “property sold”) shall expressly include, 
without being limited to, each and all of the following: 

(1) All “unacceptable assets” of Selling Bank, shown in Exhibit “A” 
hereto. 

(2) All assets of Selling Bank which are not carried on its books of 
account or which are carried on such books at a nominal amount for book- 
keeping purposes. 

(3) All property specifically listed on certain paper records known as 
“Line Sheets’, heretofore jointly prepared by representatives of Selling 
Bank and the Corporation and now in the possession of the Corporation, 
each such Line Sheet being marked with the legend : 

“The property described in the within memorandum has been and is 
hereby sold, granted, conveyed, assigned, transferred and set over to the 
Federal Deposit Insurance Corporation.” 

(4) All property of Selling Bank which heretofore has been specifically 
endorsed to the Corporation, or granted, conveyed, transferred or assigned 
to the Corporation by deeds or other written instruments of conveyance 
or transfer, whether or not listed on the aforesaid Line Sheets. 

(5) All contracts, rights, claims, demands, choses in action or causes 
whatsoever, pending causes of action, and judgments, whether known or 
unknown, which Selling Bank owns, holds or has against any surety, any 
person or persons whomsoever, including, without being limited to, any 
claims against its shareholders for payment of or by reason of ownership 
of its capital stock (neither the mention of the foregoing liability nor the 
approval of this agreement by Selling Bank and/or its stockholders shall 
be deemed an admission by Selling Bank or its stockholders of the existence 
of such liability) any claims against its directors, officers or employees 
arising out. of any act of any such persons in respect to Selling Bank or 
its property or arising out of the non-performance or manner of performance 
of their duties. 

(6) All monies, credits or property of every kind or character acquired 
by Selling Bank as the result of the sale, collection or enforcement of any 
of the property sold which have not been applied or credited on the assets 
comprising the property sold. 

(7) All fees, commissions, or advances due or to become due Selling Bank 
as fiduciary, bailee, or in any other like capacity. 

4. Upon the completion by representatives of Selling Bank and the Corpora- 
tion of written schedules, containing a more particular description or inventory 
of such of the property sold as is known, Selling Bank agrees, at the request 
of the Corporation, to identify such schedules by signature of its authorized 
agents in its behalf and affixation of its corporate seal. Such schedules shall be 
and become exhibits forming a part of this agreement, although not attached 
hereto. The omission of any item of the property sold from such schedules shali 
not be deemed to exclude such omitted item from the sale. 

5. Selling Bank warrants that it has heretofore delivered to the Corporation 
all of the property sold which is capable of manual delivery, and has heretofore 
duly executed, acknowledged and delivered to the Corporation instruments of 
conveyance, assignment or transfer, or has made endorsements of each known 
item or property sold, in order.to vest absolute title in the Corporation to each 
item of the property sold. Selling Bank covenants and agrees on behalf of itself, 
its successors, legal representatives and assigns, on request of the Corporation, 
to execute such further instruments of conveyance, assignment or transfer, to 
make such endorsements, to make such deliveries, and to give such further as- 
surances as shall be necessary or proper to vest in or confirm to the Corporation 
whatever right, title and interest Selling Bank has in any of the property sold, 
which through inadvertence, by reason of lack of discovery or otherwise, may not 
heretofore have been effectively conveyed, assigned or transfered to the Corpora- 
tion. The form and content of each such instrument of conveyance, assignment 
or transfer or of such endorsements and the manner of such deliveries, shall con- 
form with the requirements of the Corporation and shall be so done as to vest 
in the Corporation the absolute and unqualified title in fee simple to all of the 
property sold. 

6. Notwithstanding the form of any endorsement by Selling Bank to the Cor- 
poration of notes or other negotiable instruments Selling Bank expressly war- 
rants that each such instrument is genuine and in all respects what it purports 
to be; that it has good title to each.such instrument; that all prior parties had 
capacity to contract; that it has no knowledge of any fact which would impair 
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the validity of the instrument or render it valueless and that the balance due 
on each such instrument is as shown by such instrument. Selling Bank agrees 
for itself, its successors, legal representatives or assigns, to enforce for the 
benefit of the Corporation, under the direction and at the expense of the latter, 
all rights or claims which Selling Bank may be entitled to enforce by reason of 
the facts or circumstances constituting a breach of such warranty, and to turn 
over to the Corporation all things of value realized by it as the result of any such 
action. Selling Bank further agrees to enforce or liquidate for the benefit of the 
Corporation and under the direction and at the expense of the latter, any rights, 
claims or other property included in the property sold but which are not assign- 
able or transferable for any reason, and any rights or claims which Selling Bank 
may have under any covenants in any conveyances of any real property sold by 
Selling Bank to the Corporation which cannot be enforced by the Corporation in 
its own name for any reason, and any other rights or claims which are incident 
to the property sold but which cannot be enforced by the Corporation in its own 
name for any reason. 

7. Selling Bank agrees that the Corporation may take possession and custody 
of all of its files, books of account, records, minute books and other documents 
of like or different character not included in the property being conveyed to 
Assuming Bank by Selling Bank under the terms of a contract between Selling 
Bank and Assuming Bank and bearing even date herewith. No such files, books 
or records shall be destroyed until such time as the Corporation may consent in 
writing to the destruction thereof. 

8. The agreed value of the acceptable assets as shown in Exhibit “A” hereto, 
together with the cash purchase price being paid for the property sold to the 
Corporation constituting the consideration initially received by Selling Bank 
hereunder, is intended to equal, but not exceed, the aggregate amount of the 
liabilities of Selling Bank to its depositors at the close of business on the date 
hereof, as shown in said Exhibit “A”. Selling Bank warrants Exhibit “‘A” to be 
true and correct; but if, through omissions, errors in bookkeeping, listing, com- 
putation or otherwise, the amount due to depositors of Selling Bank actually shall 
be less than the aggregate amount thereof as shown in Exhibit “A,” Selling Bank 
authorizes and directs Assuming Bank to pay over to the Corporation the amount 
of such difference forthwith upon discovery thereof (the amount so paid over to 
the Corporation to constitute a part of the property sold by Selling Bank to the 
Corporation). 

9. Selling Bank hereby covenants and warrants that, upon this agreement 
becoming effective, it will cease to have any right, title or interest of any nature, 
legal or equitable, in or to any of the property sold to the Corporation, and that 
thereupon the Corporation shall haye the absolute ownership, and all rights 
incident thereto, of all of the property sold free and clear of all liens, incum- 
brances or claims, of any nature, legal or equitable. Neither this agreement nor 
any other instrument executed by Selling Bank in connection with this sale, 
singly or collectively, shall be construed to be a mortgage or mortgages or to 
create or continue any right in rem in Selling Bank with respect to any of the 
property sold to the Corporation. Selling Bank hereby expressly waives and re- 
linguishes any and all purchase money liens granted or implied by law in its 
favor as seller of any of the property sold. 

10. In the event any action at law or inequity shall be instituted by any person 
against Selling Bank and the Corporation as co-defendants, Selling Bank agrees 
to join with the Corporation in a petition to remove the action to the United 
States District Court for the proper district, and hereby authorizes and appoints 
as its attorney for the purpose of effecting such removal, any attorney designated 
by the Corporation to act in that capacity. Selling Bank agrees to institute, with 
or without joinder of the Corporation as coplaintiff, any action with respect to 
any of the property sold, or any matter connected therewith, whenever notice 
requiring such action shall be given by the Corporation to Selling Bank, 

11. The Corporation agrees to and does hereby purchase from Selling Bank 
the property sold to it by Selling Bank for the sum of Four Million Eight-Hundred 
Nineteen Thousand Three Hundred Ninety and 34/100 Dollars ($4,819,390.34), 
in cash (hereinafter referred to as the “initial cash purchase price”), and agrees 
to pay as an additional purchase price such further sum, if any, as may be payable 
in accordance with the provisions hereinafter set forth. The initial cash pur- 
chase price and the additional purchase price, if any, provided for herein, con- 
stitute the full consideration to be paid by the Corporation to Selling Bank. There 
shall be no liability or obligation on the Corporation to pay any additional pur- 
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chase price unless and until the excess recoveries hereinafter referred to in this 
section shall have been actually received by the Corporation. The additional 
purchase price to be paid by the Corporation shall be the amount, if any, of the 
net recoveries to be received by the Corporation from the collection, enforcement, 
liquidation, resale or operation of the property sold to it by Selling Bank in ex- 
cess Of : 

(1) The amount of the initial cash purchase price; and 

(2) All costs of liquidation paid or incurred by the Corporation in con- 
nection with the property sold; and 

(3) A reasonable return to the Corporation on the aggregate amount which 
the Corporation from time to time has invested in the property sold, includ- 
ing, without being limited to: (a) the amount of the initial cash purchase 
price, and (b) all costs of liquidation paid or incurred by the Corporation 
in connection with the property sold, such return to be equivalent to 4% 
per annum of the total unrecovered, unrealized or uncollected amount in- 
vested as aforesaid by the Corporation in the property sold, after allowing 
for recoveries effected by the Corporation from time to time, such recoveries 
to be applied and such reasonable return to be computed at such reasonable 
intervals and in such manner as may be consistent with the prevailing ac- 
counting practices of the Corporation. 

(4) A charge equivalent to 2% of the gross cash recoveries received by the 
Corporation from the collection, enforcement, liquidation, resale or opera- 
tion of the property sold, which charge will be imposed only after the Cor- 
poration has recovered the sums hereinbefore specified and shall be received 
by the Corporation in lieu of the aforesaid reasonable return of 4% per 
annum, 

The term “costs of liquidation” as herein employed, shall include all sums 
expended or liabilities assumed or incurred heretofore or hereafter by the Cor- 
poration and in any way arising out of or connected with any of the following: 

(a) The investigation or examination of Selling Bank or its property 
preparatory to or connected with the transfer to the Corporation of the 
property sold or the negotiation or consummation of the purchase and sale 
provided for in this agreement ; 

(b) The supervision, administration, ownership, operation, improvement, 
reconstruction, repairing, replacement, protection, preservation, enforce- 
ment, collection, liquidation, or sale of the property sold; 

(ec) Obligations or liabilities adjudicated against or imposed upon the 
Corporation, or voluntarily assumed by the Corporation by way of com- 
promise or otherwise, arising out of or connected with the purchase by the 
Corporation of any of the property sold or this agreement or any phase of 
the transaction set forth in this agreement, including, without being limited 
to, the expense of investigating, defending or prosecuting any claims or 
litigation ; 

(d) In each instance, the foregoing specifically enumerated items of ex- 
penditure or liability shall be deemed to inelude, without being limited to, 
salaries of employees of the Corporation, any fees, commissions, charges and 
expenses paid or incurred by the Corporation; amounts paid or incurred 
for travel, subsistence, telephone, telegraphic or other communication facili- 
ties ; amounts paid or incurred for the purchase, rental, operation and main- 
tenance of automobiles, machinery, equipment, furniture and fixtures ; rentals 
paid or incurred for office space: amounts paid or incurred for real estate 
taxes, assessments, liens, incumberances, or charges; the cost of bookkeeping, 
acconntings, appraisals, examinations, audits or reports, and the cost of 
surety bonds, insurance and indemnifications of every kind or character. 

Any net income which may be received by the Corporation from any of the 
property sold pending the collection, enforcement, resale or other liquidation 
of such property by the Corporation, shall be considered recoveries from the 
operation by the Corporation of the property sold. If the Corporation shall 
elect at any time to foreclose a borrower's right, title to or interest in any col- 
lateral held as security to any of the property sold and to purehase said collateral 
at said sale, any gain realized from the resale by the Corporation of the property 
so purchased shall be considered recoveries from the property sold and any loss 
suffered from the resale of said property shall be deductible from recoveries 
from the property sold in determining the amount, if any, of the additional 
purchase price provided for in this section, 
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12. The right of Selling Bank under Section 11 of this agreement to an addi. 
tional purchase price for the property sold is conditional and is limited to the 
right to receive such further sum, if any, which may become due it, determined 
as hereinbefore provided ; this agreement does not give and shal! not be construed 
to give Selling Bank any right in or to any of the property sold which may 
remain after the Corporation shall have been fully reimbursed and none of such 
remaining property shall revert to or revest in kind in Selling Bank. Selling 
Bank shall have no right to interfere by legal process or otherwise with the 
absolute ownership by the Corporation of the property sold or any richts incident 
to such ownership, including, without being limited to, the right of the Corpora- 
tion in its absolute and uncontrolled discretion to liquidate, collect, exchange, 
sell or dispose of the property sold to it by Selling Bank at public or private 
sale, without notice to Selling Bank, item by item or in bulk, to make sales 
contracts and to agree to releases, extensions, compromises, compositions and 
adjustments, and to enter into contracts of every kind or character with respect 
to any of the property sold and to do all things incident to its absolute ownership 
of the property sold. The Corporation shall not be held in any court or otherwise 
to account for any act taken by it with respect to any or all of the property sold 
by Selling Bank to the Corporation, but shall be liable only to pay over to Selling 
Bank the additional purchase price, if any, to which Selling Bank may become 
entitled under Section 11 of this agreement. 

13. Selling Bank acknowledges that the initial cash purchase price paid by 
the Corporation for the property sold exceeds the present or probable future 
realizable value of the property sold and agrees that the determination by the 
Board of Directors of the Corporation, based upon acccounting reports of the 
Corporation, of the amount of the additional purchase price, or that no addi- 
tional purchase price is payable to Selling Bank, shall be binding and conclusive 
on Selling Bank, and Selling Bank agrees to indemnify and hold harmless the 
Corporation from any cost or expenses of any kind or character arising out of 
any action which Selling Bank or any of its stockholders may take, notwith- 
standing the provisions hereof, through litigation or otherwise, to require any 
accounting or to dispute the conclusive effect of any such determination by the 
Board of Directors of the Corporation. 

14. In the event the Corporation shall determine, subsequent to the date 
hereof, that deposit liabilities of Selling Bank exist in addition to those listed 
in Exhibit “A” hereto, the Corporation may pay such additional deposit liabil- 
ities and the amounts so paid shall be added to the “initial cash purchase 
price” for all purposes of this contract. 

15. Selling Bank authorizes the Corporation to make or cause to be made in 
such manner and at such times as the Corporation may determine, inspections 
and audits of any books, records and papers relating to the financial or business 
condition of Selling Bank, including the making of copies thereof and extracts 
therefrom. All constituted federal, state, municipal and other authorities, in- 
cluding, without being limited to, state and federal bank supervisory authorities, 
the United States Treasury Department, and the United States Department of 
Justice, are hereby authorized to furnish reports of examinations, records and 
other information relating to the condition and affairs of Selling Bank, upon 
request therefor by the Corporation, and are authorized to permit representa- 
tives of the Corporation to have full access to, and make copies of and extracts 
from, all reports or information with respect to Selling Bank contained in their 
files and records. 

16. Selling Bank warrants that the laws pursuant to which Selling Bank is 
incorporated and subject to which it conducts its business, and its articles of 
incorporation or charter, by-laws and other regulations, and the corporate pro- 
ceedings heretofore taken authorize and permit Selling Bank to sell property to 
the extent, in the manner and for the amount and on the terms set forth in this 
agreement. 

17. Warranties against incumbrances in any deed to real estate heretofore or 
hereafter executed by Selling Bank in favor of the Corporation covering any 
item of real property sold, shall not be deemed to extend to unpaid taxes or local 
assessments which are or may hereafter become a lien on the real property so 
conveyed by Selling Bank to the Corporation. 

18. This agreement sets forth an understanding between the parties hereto 
as of the date of the application heretofore made by Selling Bank to the Corpora- 
tion, and for the purpose of fixing the rights of the Corporation as a holder in 
due course or for value of any negotiable instrument as against any person liable 
thereon, the title of the Corporation shall be deemed to relate back to that date. 
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19. This agreement and any amendments or supplements thereto, together 
with all conditions imposed by, and all collateral instruments executed or entered 
into with or for the benefit of the Corporation in connection with its purchase 
of the property sold, shall constitute the contract between Selling Bank and the 
Corporation. Such contracts shall not be assignable by Selling Bank as a whole 
or in part without the written consent of the Corporation. 

20. No modification, rescission, waiver, release or annulment of any part or 
such contract shall be effective, except pursuant to a written. agreement sub- 
scribed by a duly authorized officer of the Corporation. 

21, The rights and obligations of the parties hereto shall beeome effective 
forthwith upon disbursement by the Corporation of the amount of the initial 
cash purchase price set forth in Section 11 of this agreement. 

IN TESTIMONY WHEREOF, the parties hereto have executed this agreement by 
their officers thereunto duly authorized and have caused their corporate seals 
to be affixed hereto. 

First: State BaNK or HiMwoop Park, 
By J. H. Wrrson, Vice President. 

Attest: 

A. J. Crusnow, Cashier. 


FEepERAL Deposir INSURANCE 
CORPORATION, 
[Seat No. 19881] By H. BE. Coox, Chairman. 
Attest: 


E. F. Downey, Secretary. 
Exuipit A 


First State Bank of Elmwood Park, Elmwood Park, Iil., at close of business 
May 26, 1953 


ASSETS 


Acceptable Unacecept- | Total assets 
assets able assets 


Cash on hand $995, 069. 27 
pan, from banks: ! 

Continental Illinois National Bank & Trust Co 1, 475, 164. 50 ; ..| 1,475, 164.50 
First National Bank of Chicago 46, 159. 38 Sct 46, 159. 38 
First National Bank of Chicago (bond 300, 656. 25 300, 656. 25 
Chemical Bank & Trust Co,, New Yor | 582, 708. 04 | mivaheabiall 582, 708. 04 
Chase National Bank, New York City____...-- = al Swe Toons Niemen 24, 

West Irving State Bank, Chicago | 

Chicago National Bank 

Empire State Bank, Dallas, Tex 

Union Planters National Bank & Trust Co., Memphis, 
Tenn. t= 


8 see: 
3ss 3253; 


ASSRVSESS SSS 


Devon-North Town State Bank, Chicago sii ch slid 
Loans and discounts 
Real-estate mortgages 
Stocks and bonds : | 
Pere ig cdccntingecdncdennnccswntumat 
Leasehold inrprovements 
Other assets __ 
Due from Elmwood Park Safe Deposit Corp 
Accrued interest on bonds 


5 


EZ 
Fr 
a 
~ 
o 


SREES: 





Sassy! 


bo 
—_ 
nN 


S 
i 
z 





, 796.35 | 17, 456, 369. 41 





LIABILITIES 
Demand deposits : 


Subject to Gheck..__...-..~. sibcisighdisathilineehaciatis papiliiment ni $6, 323, 531. 
Cashiers’ checks 207, 767. 6% 
I ices di euedienimenienmmaniiaeeninniia 136, so & 5 
Certified checks 36, 768. 


Treas tax and loan account 
Outstanding drafts: 
a Illinois National Bank & Trust Co., 
hi 
Chemical Bank & Trust Co., New York City 


5 . 
$7, 421, 413. 59 


83551—56—pt. 1——-_15 
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First State Bank of Elmwood Park, Elmwood Park, Ill., at close of business 
May 26, 1953—Continued 


LIABILITIES—Continued 
Time deposits : 


Savings deposits $8, 869, 838. 538 
Christmas club 65, 867. 00 
Publie funds 600, 000. 00 


Other liabilities : 
Accrued interest payable—savings deposits 12, 144. 28 
Accrued interest payable—public funds 700. 00 


$9, 535, 705. 53 


12, 844. 28 
16, 969, 963. 40 
RECAPITULATION 


Liabilities transferred $16, 969, 963. 40 
BCSCARES GNNS8.. 8.2 cee oe tite wnensiseeewedaagtinbinmaringignaigien 12, 150, 573. 06 


Purchase price of unacceptable assets 4, 819, 390. 34 
Certified correct : 


First State BANK OF ELMWoop PARK, ELMWoop Park, ILt.., 
By A. J. Crusnow, Cashier. 


Pro Forma Balance Sheet 
First State Bank of Blmwood Park 
Elmwood Park, Iil. 

At Close of Business May 26, 1953 


Assets transferred to purchasing bank : Book value 
Cash on hand $995, 069. 27 
Due from banks: 

Continental Illinois National Bank & Trust Co 1, 475, 164. 50 
First National Bank of Chicago 46, 159. 38 
First National Bank of Chicago (bond proceeds) 300, 656. 25 
Chemical Bank & Trust Co., New York City____-____--__ 582, 708. 04 
Chase National Bank of New York 24, 496. 00 
West Irving Trust Co., Chicago 256, 027. 04 
Chicago National Bank 250, 000. 00 
Smpire Trust Company, Dallas, Texas 50, 000. 00 
Union Planters National Bank & Trust Co., Memphis___ 100, 000. 00 

U. 8S. Government bonds 8, 004, 219. 94 
Accrued intefest on bonds 66, 072. 64 
Proceeds of sale of assets (due from FDIC) 4, 819, 390. 34 


16, 969, 963. 40 


Assets purchased by FDIC: 
Loans and discounts 3, 091, 479. 86 
Real-estate mortgages 1, 288, 115. 59 
Stocks and bonds 254, 989. 88 
56, 561. 08 
Leasehold improvements 66, 494. 48 
Other assets 


5, 305, 796. 35 
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Pro Forma Balance Sheet 
First State Bank of Elmwood Park—Continued 


Liabilities assumed by purchasing bank: 
Demand deposits : 
Subject to check $6, 323, 531. 
Cashiers checks 207, 767 
Money orders 136, 446. 
nite Ce oe a eee 36, 768 
Expense checks 8, 217. 
Loan department checks 15, 795 
Dividend checks 3, 360. 
Treasury tax and loan account 244, 370 
Outstanding drafts: 
Continental Illinois National Bank & Trust Co 437, 596 
Chemical Bank & Trust Co., New York 7, 559 


7, 421, 413. 
Time deposits : 


Savings deposits 
Christmas club 
Public funds 


9, 535, 705. 


Other liabilities : 
Accrued interest due on savings accounts_ 12, 144. 28 
Accrued interest due on public funds___- 700. 00 


— 12, 844. 


52 


. 65 


54 


. 20 


73 


. 93 


00 


. 24 
.15 


16, 957, 119. 


16, 969, 963. 


Consideration for purchase by FDIC and capital accounts: 
Jonsideration for purchase by FDIC 4, 819, 390. 
Capital steck 
Surplus 
Undivided profits 


486, 406. 


Certified correct : 
First Stats BANK or ELMwoop PARK, 


Elmwood Park, Il. 
A. J. Cameron, Cashier. 


5, 305, 796. 
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First State Bank of Elmwood Park 
Elmwood Park, Illinois 
Summary of Assets Sold to 
Bank of Elmwood Park 


Elmwood Park, Illinois 
Classification Amount 
i $995, 069. 27 
Due from banks: 
Continental INinois National Bank and Trust 
Co., Chicago, Tl $1, 475, 164. 50 
First National Bank of Chicago 46, 159. 38 
First National Bank of Chicago (bond pro- 
ceeds) 300, 656. 25 
Chemical Bank & Trust Co., New York, N. Y_ 582, TOS. 04 
Chase National Bank of New York City____- 24, 496. 00 
West Irving Trust Co., Chicago, Ill 256, 027. 04 
Chicago National Bank, Chicago, Il 250, 000. 00 
Empire Trust Company, Dallas, Tex__._____ 50, 000. 00 
Union Planters National Bank and Trust 
Co., Memphis, Tenn : ; 100, 000. 00 
a — $3, 085, 211.2) 
United States Government bonds________-______ 8, 004, 219. 94 
Accrued intérest on United States bonds 66, 072. 64 
—_———————__ 8, 070, 292. 58 
4, 819, 390. 34 


16, 969, 963. 40 
OxHIBitT “A” 
George B. Jackson, Acting Review Section Chief, May 26, 1953. 


Memorandum to—The Board of Review and the Board of Directors, Federal 
Deposit Insurance Corporation 


BANK oF Etmwoop Park, Etmwoop PARK, ILLINOIS 
Subject : Application for deposit insurance 


Application for, Federal deposit insurance was filed on behalf of this proposed 
new bank under date of May 15, 1953, by Dwight H. Green and four others. 
It was understood that financial statements of the proposed directors and 
managing Officials, as well as additional data would be submitted later. The 
Board of Directors of this Corporation on May 15, 1953, tentatively approved 
the application with the understanding that the organization of the bank would 
be perfected in such a manner as to warrant favorable findings on all factors 
requiring consideration under our Act, and with the understanding that the 
proposed new bank would assume the deposit liabilities of the First State Bank 
of Elm vood Park, Elmwood Park, Illinois. The Board of Directors of this 
Corporation on May 15, 1953, authorized a loan to and/or purchase of assets 
from the First State Bank of Elmwood Park not to exceed $7,500,000 in order 
that that bank might be placed in a position to transfer acceptable assets (cash 
and U. 8. securities) to subject proposed bank in an ammount sufficient to offset 
the assumed deposit liabilities. Representatives of the Corporation have been 
in Chicago continuously since that time for the purpose of assisting proponents 
in completing the organization, and have now advised that the organization is 
complete and that the proposed new bank will open for business on May 27, 1953. 


Attitude of Supervisory Authority 

The Illinois Auditor of Public Accounts has issued a Permit to Organize to 
proponents, as well as an authorization to commence business, and copies of 
these documents have been delivered to Supervising Examiner Gover. 
Recommendation of supervising examiner 


In a telephone conversation with Review Examiner today Supervising Ex- 
aminer Gover recommends that the application, as supplemented by informa- 
tion submitted to him subsequent to its filing, be approved. 
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Recommendation of review examiner 


Review Examiner recommends that the Corporation approve the application 
for Federal deposit insurance filed on behalf of the proposed Bank of Elmwood 
Park, Elmwood Park, Illinois, as amended, subject to the following conditions: 

1. That the new bank begin business with total capital funds amounting to 
not less than $600,000, of which not less than $400,000 shall be in common 
stock and not less than $150,000 shall be in surplus ; 

2. That the bank begin business with fidelity coverage of not less than $350,000; 

3. That the assignment and assumption agreement to be executed between 
the proposed Bank of Elmwood Park and the First State Bank of Elmwood 
Park specifically limit the liabilities to be assumed to those scheduled in and 
made a part thereof and that an executed copy of said contract be furnished to 
this Corporation for approval of Counsel ; 

4. That a properly executed copy of F. D. I. C. Form 82A be submitted to the 
Corporation ; and 

5. That the insured status of the proposed bank shall not become effective until 
all conditions herein contained and such other and further conditions as may be 
imposed by this Corporation prior to the effective date of insurance shall have 
been complied with and the subject bank has been so notified by the office of the 
Secretary of this Corporation. 

Concur: 

GEorRGE B. JACKSON, 
Acting Review Section Chief. 
VANCE L. Sartor, 
Chief, Division of Examination. 
To THe Boarp oF DIRECTORS: 

The Board of Review, having considered the above application, this memoran- 
dum and the evidence, recommends that the Board of Directors approve the 
findings and recommendations of the Review Examiner. 

The Board of Directors, having considered the above application, this memo- 
randum and the evidence, adopts the findings and recommendations of the Review 
Examiner and the Board of Review. 

May 26, 1953. 

E. F. Downey, 
Secretary. 


ADEQUACY OF ASSETS REFERRED TO IN SECTION 5 OF THE FEDERAL DEpOsIT INSURANCE 
AcT 


Applicant will be a new institution and at the time of commencing business is 
to have no liabilities to depositors or to other creditors, other than liabilities 
fully offset by cash and U. 8. securities. 


FACTORS TO BE CONSIDERED UNDER SECTION 6 


1, Financial History and Condition: 


Applicant is being organized to take over the deposit liabilities of the First 
State Bank of Elmwood Park, Elmwood Park, Illinois, which is to be placed in 
liquidation. Proforma statement of applicant bank prior to assuming the deposit 
liabilities of the First State Bank of Elmwood Park will be as follows: 


LIABILITIES 


Total liabilities._..____ 600, 000 


Simultaneously with its opening for business, applicant will assume the deposit 
liabilities of the First State Bank of Elmwood Park aggregating approximately 
$16,500,000 and will acquire a like amount of cash and U. 8S. Government securi- 
ties from that bank with the aid of this Corporation to the extent of not over 
$7,500,000. Quarters for applicant bank will be those formerly occupied by the 
First State Bank of Elmwood Park at 7300 Grand Avenue, Elmwood Park, Illinois 
and are to be leased from the Elmwood Park Safety Deposit Company. Stock in 
the Elmwood Park Safety Deposit Company is owned by First State Bank of 
Elmwood Park and applicant will subsequently take over this stock at a value to 





226 ILLINOIS BANKING SITUATION 


be agreed up by applicant and this Corporation; According to the application, 
rental under the lease will be approximately $6,000 per annum. 
This factor is found to be favorable. 


2. Adequacy of Capital Structure: 


The capital funds as shown in the preceding pro-forma statement have all been 
been paid in and is represented by 30,000 shares having a par value of $13.33%% per 
share. This capital structure meets the requirements of state statutes, and in 
view of the possibility of substantial withdrawals of the assumed deposits, 
should provide a reasonably adequate ratio to assets after the deposit volume 
becomes stabilized. Should the amount of assumed deposits be maintained, 
which is unlikely, capital funds would provide a ratio thereto of less than 3.7%, 
However, the indicated financial worth of proponents is sufficiently large to war- 

rant the assumption that they could easily subscribe to or underwrite additional 
stock and that they could be persuaded to do so. 

This factor is found to be favorable. 


8. Future Earnings Prospects: 


Inasmuch as applicant will immediately acquire a substantial amount of earp- 
ing assets from the predecessor First State Bank of Elmwood Park, its earnings 
from the beginning are expected to be average or better. 

This factor is found to be favorable. 


4. General Character of the Management: 
Directors are as follows: 


Estt- Net Book value 
Name, address, and occupation mated worth of stock 


age | subscribed 


Joseph Eisenberg, automobiles, 7229 Grand $8, 000 
Ave., Elmwood Park. 

Ralph W. Follmer, savings and loan, 3005 ? c 2,000 
North Oak Park, Chicago. 

Edwin J. Sabath, department store, 7163 25, 000 
Grand Ave., Chicago. 

John B. Mascarella, real estate, 2854 North none 2, 000 
Nordica, Chicago. 

— D. Giachini, attorney, 29 South LaSalle, § \ 150, 000 

nicago. 

Dwight H. Green, attorney, 231 South LaSalle, 5 | Chairman of board | 122, 500 150, 000 
Chicago. and director. 

Theodore C. Weinberg, attorney, 231 South 5 | Director 54, 5 20, 100 
LaSalle, Chicago. 

Lloyd Drexler, capitalist, 208 South LaSalle, ) 50, 000 
Chicago. 

Frank O. Frisk, printer ¢ \ 

Tohn E. Sullivan President and diree- 100, 000 2, 000 

tor. 


Mr. John E. Sullivan, the proposed president, is to be paid a salary of $15,000 
annually. He was for many years a vice president in the old Forman National 
Bank and has since been active in politics. He is presently liquidating trustee for 
the old Chicago Surface Lines, from which he is said to be due some $250,000 
in fees. Inquiry by Supervising Examiner Gover discloses that he has a satis- 
factory reputation and that he will perform satisfactorily as president. His 
appointment may prove temporary but proponents have agreed to consult with 
representatives of this Corporation if he is replaced. 

Mr. Ray Karolewski who has been associated with the First State Bank of 
Elmwood Park since 1945 and has been assistant cashier of that bank since 
January 1949 is to be cashier, at his old salary of $4,800 per annum. His duties 
were performed satisfactorily in the old bank and he was not closely associated 
with the dominating factors in the old management. The Continental Illinois 
Bank & Trust Company has agreed to furnish the proposed new bank with two 
operating officers until satisfactory permanent personnel can be obtained. 

This factor is found to be favorable. 
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5, Convenience and Needs of the Community To Be Served: 


Elmwood Park is a suburb of Chicago with an estimated population of 18,801, 
and the population of its trade area is estimated at 75,000. The First State 
Bank of Elmwood Park was the only bank in the community, and the nearest 
competitors are five banks located at distances of 3 to 6 miles. The volume 
of business attained by the First Bank of Elmwood Park attests to the need for 
panking facilities in the community. 

This factor is found to be favorable. 


6. Consistency of Corporate Powers: 


Counsel for the Corporation has found that the corporate powers of Illinois 
State banks are consistent with the purposes of our Act. 

Correspondent: Mr. Dwight H. Green, 231 South LaSalle Street, Chicago, 
Illinois. 


JUNE 6, 1956. 
Memorandum to the Board of Directors. 


Re Southmoor Bank & Trust Co., Chicago, IL 


I have prepared and submit herewith the proposed Findings of Fact of Unsafe 
and Unsound Practices and Order of Correction in respect te the subject bank. 

I have reviewed the evidence therein mentioned and examined the files therein 
referred to and it is my opinion that the subject bank has engaged in practices 
therein named and that such practices constitute unsafe and unsound practices 
and violations of law within the provisions of section 8 (a) of the Federal Deposit 
Insurance Act. 

Accordingly, I recommend that the Board make said proposed Findings and 
Order, thereby instituting proceedings for the termination of the insured status 
of the subject bank. 

Roya L. Copurn, 
General Counsel. 
CHAIRMAN’S OFFICE 

Uel H. Sledd, 
Review Examiner 

JUNE 5, 1956. 
Memorandum to THE Boarp oF REVIEW AND THE Boarp or Drrecrors, Federal 

Deposit Insurance Corporation. 


SoutHMoor BANK & TrusT Company, CHICAGO, ILL. 
(State Nonmember Bank) 


Subject. Proceedings Under Section 8 (a) (Institution of Action). 


Basis for action. Continued Unsafe and Unsound Practices and Violations of 
Law. 


The basis for the action is the continued gross mismanagement of the bank 
with a weak hazardous management and the continued operation of the bank 
with an inadequate and decreasing capital structure. The bank has been a 
serious supervisory problem since the Corporation’s examination as of February 
23, 1954, and corrective measures have been recommended by examiners during 
that and subsequent examinations. Conferences have also been held with the 
management by supervising and insuring authorities but the asset condition 
continued to deteriorate. The analysis of the most recent examination report 
as of March 26, 1956, discloses a serious impairment of capital, even an insolvent 
condition when consideration is given to estimated losses and 50 percent of the 
doubtful items. Nonconforming assets in substantial amounts have been de- 
tailed in the last two examination reports. 
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Attitude of supervisory authority 


Supervising Examiner Gover has maintained contact with the State Authority 
and recently discussed the situation further with Illinois Auditor of Public Ac- 
counts Orville E. Hodge and Chief Examiner Lyman C. Sorensen. In Mr. Gover’s 
letter dated May 25, he stated: “These gentlemen are in agreement or at least 
not opposed to the action herein recommended * * *” It is the Supervising 
Examiner’s opinion that the statutory period of 120 days for correction will not 
be shortened by the State Authority. 


Recommendation of Supervising Examiner 


Supervising Examiner Gover recommended in his letter dated May 25, 1956, 
that the bank be cited for unsafe and unsound practices under the provisions 
of Section 8 (a). 


Recommendation of review examiner 


Review examiner recommends that the Corporation institute action against 
the Southmoor Bank & Trust Company, Chicago, Illinois, under the provisions 
of Section 8 (a) of the Federal Deposit Insurance Act, to require discontinuance 
of the unsafe and unsound practices and violations of law as set out in the pro- 
posed Findings of Unsafe and Unsound Practices transmitted herewith, and that 
the bank be required to make the correction therein requested. 

There is transmitted herewith proposed Findings of Unsafe and Unsound 
Practices and Violations of Law, and Order of Correction, and Counsel’s opinion 
thereon; also proposed letter of transmittal of the Findings and Order to the 
Auditor of Public Accounts of the State of Illinois and to the bank. A copy of 
said proposed Findings and Order is attached and made a part hereof. 

Concur: 

Ur. H. Stepp, Review Evaminer. 
Georce B. JACKSON, 
Review Section Chief. 

Concur : 

Vance L. Sarvor, 
Chief, Division of Hxamination. 
To: The Board of Directors: 

The Board of Review, having considered the information submitted in this 
memorandum and the opinion of Counsel above given, hereby concurs in the 
recommendation of the Division of Examination and the opinion of Counsel, and 
recommends to the Board of Directors that proceedings be immediately instituted 
against the Southmoor Bank & Trust Company, Chicago, Illinois, pursuant to 
Section 8 (a) of the Federal Deposit Insurance Act, for the purpose of securing 
the correction of said unsafe and unsound practices and violations. 

The documents and procedure herein outlined by Counsel are also hereby ap- 
proved and their adoption is recommended to the Board of Directors. 

June 5, 1956 RLC. NGG. ECT. EHD. 

Present MTH. 

Recommendation approved by the Board of Directors. 

June 6, 1956. A. J. Lona, 


Acting Secretary. 
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Analysis of examination reports 


Examination date Feb. 23, 1954 Mar, 28, 1955 Nov. 1955 Mar. 26, 1956 
Examiner. add ‘3 Quinlan Quinlan Q sinh an Sarsfi 
Rating. oes tdi ~ . a 3-0-1.3-F 3-1-0.5-F 3-14-0.5-U 1-22-1.1- 


Average total assets (ATA) --____! $14, 618, 600 | $17, 269, 100 $19, 334, 100 $19, 626, 800 


Cash and due from banks---_. 3, 128, 500 | 3, 973, 100 2, 952, 100 2, 808, 200 
United States Government securities_ te 4 5, 884, 000 | 5, 396, S00 , 417, 200 71. 800 
Other investment securities. 1, 202, 700 1, 073, 900 , 032, 000 1, 002, 500 
Loans and discounts (VA deducted) __- 5, 613, 400 8, 378, 500 3, 109, 800 13, 353, 500 
Fixed assets_. oT a osudie 91, 700 94, 100 108, 800 116, 300 
Other real estate _-. r ‘ 0 6, 000 | 6, 000 6, 000 
Overdrafts and cash itemms__......_.__- 4, 500 10, 000 18, 700 20, 300 
Accounts receivable | 13, 300 447, 800 204, 200 42, 600 
Federal National , Serene Associa- 


tion stock... salad } 0 0 | 0 | 42, 000 
Other assets__ Sana im seadalnd 48, 000 | 25, 100 20, 100 35, 300 


ee SUE... dctenneiitoctanansewe AS, 986, 100 19, 405, 400 , 868, 900 22, 138, 500 


Demand deposits... ................... } 7, 761, 700 8, 747, 700 38, 5 9, 462, 100 
TO GOD ids ci etseedtemgnsc ciple’ pinto 6, 873, 400 8, 686, 400 , 399, OOF 10, 126, 900 
Bills payable nena 0 0 | 271, 300 
Other liabilities. ._.__- ie a 770, 200 1, 356, 500 , 843, 2 1, 498, 700 


Common capital igik wiht 300, 000 | 350,000} 350, ) 450, 000 
Surplus- ssid. deta seodete 100, 000 | 100, 000 | : 100, 000 
Undivided ‘profits . wo , 8 164, 800 238, 500 | 229, 500 


Total liabilities......-.... | 15, 405, 300 | 18, 790, 600 | 80, 21, 359, 000 


Total capital account Lal 614, 800 38, 500 | 779, 500 
Less: ! 
Lo 500 8 747, 300 
Doubtful, 50 percent____ ental 0} 0 290, 800 
Differences binocsatbdsond | 1, 000 
Nonbook liabilities 7 0 








Adjusted capital account_--_____-- 613, 300 


Percentage of ATA. -........-.-.--.--.. 








Less: | 
Fixed assets 5 $108, 800 | 
Substandard Joans- outed 390, | 725, 500 3, 409, 400 | 
Substandard, other real estate... __| j 6, 000 
Doubtful, 50 percent } 0 0 


Total fixed and substandard. _._- 482, 600 | 825, 600 8, 524, 200. 4, 056, 300 


Excess of adjusted capital 95,300;  —«-212, 300 2, 886, 3 700 | "4, 320, 600 


Percentage 0.6 1.2 14.9 | 22.0 





Nonconforming assets__............_.-- 0 | 0 $3, 888, 800 | $3, 144, 400 
Specially mentioned loans...-. . $395, 900 | 70, 400 $2, 116, 000 | 0 
Overdue loans (percent) -_.............-- 4.8 | 5.9 11.2 | 15.1 


Loan valuation allowance.....-...-___- $60, 500 | $100, 500 $108, 000 $190, 800 
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Earnings record 





1955 Mar. 26, 
1956 


| 1952 


SS = 
Gross operating earnings.___.___- $455, 500 $712. 900 | 00 1 $918, 700 | 2 $260, 600 
Net operating earnings. . . 87, 800 187. 590 — ooo - 900 98, 500 
Profits and recoveries : odie) 890 1 400 | 83 100 | 27, 500 1, 600 
Losses and chargeoffs___-. tae 35, 990 89, 990 | 146 200 211, 390 | 27, 200 
Income taxes 3a ; = 33. 800 16, 300 40, 900 12, 500 | 5, 000 
Cash dividends ii, bn Sh ~ 6, 200 15, 000 10, 500 10, 500 | 0 
Common stock sold 50, 000 0 59. 000 | 

| 

— 


Net change in capital_. 62, 700 67, 700 28, 300 


100, 090 0 
128, 100 67, 900 


1 Ine’udes $232.5M commissions and fees on oans processed by bank. 
2 After deducting $51.3M from current income representing interest collected not earned. 


HISTORY AND CONDITION OF THE BANK 


Subject bank was organized in 1946 under the corporate name of Southmoor 
Bank of Chicago and opened as a new insured institution on April 16, 1946. The 
name was changed to Southmoor Bank & Trust Co. on February 15, 1952, when 
it began to exercise trust powers. Subject bank has been involved in no reor- 
ganizations but early in 1954 it merged with the Trust Company of Chicago, an 
uninsured unit which was in process of being voluntarily liquidated at that time. 

The bank has enjoyed a rather rapid growth in deposits but has been a super- 
visory problem, in varying degrees, almost since its organization. Following the 
second examination made by Corporation examiners as of August 17, 1948, it was 
placed in the “Other problem” category because of various unfavorable factors 
including an unusually heavy volume of classified assets. Because of improve- 
ment reflected by the next examination made in August 1949, the bank was 
deleted from the “Other problem” category but was still in need of more than 
normal supervision during the next 4 years. The examination report of Feb- 
ruary 23, 1954, disclosed a sharp increase in classified loans and the bank was 
again added to the “Other problem” list following the next examination as of 
March 28, 1955. Asset deterioration has continued at a rapid rate and the bank 
has been considered a “Serious problem” case since the examination as of 
November 21, 1955. 

The most recent examination report, March 26, 1956, discloses a deplorable 
asset condition. Almost 88 percent of the highly excessive loan volume is predi- 
eated directly or indirectly on real estate and construction advances and 37.6 
percent of total loans are subject to classification. In addition to loan losses of 
$865,500 (before application of the loan valuation allowance of $190,800) most 
of the other losses totaling $72,600 are in connection with construction loans. 
The analysis of examination reports shows the increase in classified assets since 
February 23, 1954, and the classified loan total in each instance is shown net 
after giving effect to the valuation allowance, the amount of which is also indi- 
cated in the analysis of each examination date. 


OWNERSHIP AND MANAGEMENT 


Director Leon Marcus, age 55, states that he owns 51 percent of the stock out- 
right, although only 7,259 shares are registered in his name on the bank’s books. 
However, it is believed that he controls directly or indirectly through relatives 
and business associates 16,766 of the 22,500 shares outstanding. He was one of 
the original organizers of the bank. Although he is not an officer, he has been 
the dominant factor in management during the bank’s history. His brother, H. L. 
Marcus, who is an attorney with offices in downtown Chicago, has been a director 
since organization and president since January 1947. He devotes only part time 
to the bank but drew a salary of $12,000 in 1955. Vice President Martin J. 
Rosene, who is a son-in-law of Director Leon Marcus, has been employed since 
July 1, 1947. His duties are confined principally to handling the details in the 
real-estate mortgage loan department and the examiner describes his method of 
handling the routine operation as “* * * designed to confuse all but himself.” 
Mr. Leon Marcus has various business interests but is primarily a real-estate 
dealer and operator. He has heen a very successful businessman and his net 
worth is estimated at $1,500,000. However, he had no previous banking experi- 
ence prior to his association with subject institution. He professes a sincere 
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interest in the affairs of the bank; however, judging from his method and prac- 
tice of initiating real-estate construction loans, for which he admits full respon- 
sibility, and the complete lack of proper servicing of credits, it appears that he 
is wholly unsuited to formulate the policies of a commercial bank, 

During the most recent examination of the bank possible irregularities in con- 
ducting its affairs were discovered and made the subject of a letter addressed to 
the United States district attorney under date of May 3, 1956, and signed by 
Corporation Examiner Sarsfield. Agreements are in effect between the bank and 
numerous builders for construction commitments whereby each builder agrees to 
pay to the bank a commission of 2 or 2% percent on the funds used for each con- 
struction loan. It was ascertained that approximately $161,900 of such income 
had been diverted from the bank’s earnings accounts during the past few years. 
This had been accomplished by transfers through two accounts in the commercial 
ledgers, Southmoor Securities, Inc., “A” and Southmoor Foundation and a third 
account “Attorney fees” carried in the accounts payable ledger. These accounts 
were analyzed from their respective dates or origin to a definite date during the 
examination. It was also ascertained that Director Leon Marcus, Director and 
President H. L. Marcus, and Vice President Martin J. Rosene were the individ- 
uals responsible for all credits to and withdrawals from these three accounts. 
Vice President Rosene has approved all debit tickets (four in number) with- 
drawing funds from the account payable account styled “Attorney fees’’; he has 
also signed most of the checks drawn on the two commercial ledger accounts 
named above and stated during the examination that he handles all such trans- 
actions on the authority of Leon Marcus or H. L. Marcus. 

Executive Vice President Edward A. Hintz, age 66, has been associated with 
the bank as a director and managing officer since 1948. He has been employed 
in various banks in Chicago most of the time since 1908 and is considered at 
least fairly capable and generally conservative. However, because of the almost 
absolute domination of Director Leon Marcus he has very little influence in the 
shaping of policies. 

A management rating of “Fair” has been accorded by Corporation examiners 
consistently from August 1948, through March 28, 1955. During the examina- 
tion as of November 21, 1955, rating was reduced to “Unsatisfactory,” at which 
time the bank was designated a “Serious problem” case, and as a result of the 
most recent examination the management rating has been further revised down- 
ward to “Poor.’ 

CAPITAL POSITION 


Within less than 2 years after organization the bank’s capital structure was 
found to be deficient. The examination report as of August 17, 1948, reflects a 
capital-assets ratio of 5.3 percent, which was a better ratio than has existed at 
any time since. The analysis of examination reports from January 1952 to 
November 1955 discloses that the capital ratio ranges from a high of 4.1 percent 
on May 18, 1953, to a low of 3.2 percent on November 21, 1955. The deficiency 
in capital disclosed by the most recent examination report, March 26, 1956, is 
illustrated by a red figure of 1.3 percent of average total deposits. 

During the past five years, since January 1, 1951, retained earnings have 
amounted to only $126,000 and dividends of $42,250 have been paid. As a result 
of supervisory pressure new capital stock in the amount of $200,000 has been sold 
during the past 3 years. However, these total additions to capital have not kept 
pace with the gradually mounting deposit volume and the capital ratio has con- 
tinued to decline during the past 4 or 5 years. Average deposits have increased 
from $9,612,000 in 1951 to $18,212,000 in 1955. 

As a result of conferences‘since the most recent examination started the man- 
agement has agreed to inject $200,000 in new capital funds as soon as the neces- 
sary technicalities can be completed. The management also submitted another 
proposal which provides for an additional $300,000 in capital to be provided dur- 
ing the next 3 years but the addition of this total would not be complete before 
June 30, 1959. 

The total amount of new capital tentatively promised within a period of 
approximately 3 years is substantially less than the amount of losses estimated 
in the current examination report and the deposit trend of the bank is con- 
tinuing upward. 

INFORMATION ON THE COMMUNITY SERVED 


Chicago, Ill., had a population of 3,620,962 according to the 1950 census. Sub- 
ject bank is located approximately 9 miles southeast of the loop district and the 
population of the immediate trade area is estimated by the management at 
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150,000. The location is in a very densely populated residential section of the 
city. susiness activity consists principally of retail establishments and chain. 
stores and a number of small manufacturing plants. The need for banking 
facilities appears to be illustrated by the gradual growth in deposits, which js 
mentioned in the comments under the preceding caption. 

The following summary provides condensed information regarding other 
nearby competing banks, all of which are located within the corporate limits of 
Chicago. 


Name of bank |Approximate| Capital Distanc 
deposits ratio 


Thousands | Percent 
The Scuth Fast National Bank of Chicago : gill 52, 247 4.8! 1 mile northwest 
The South Shore National Bank of Chicago- - - ae 42, 643 .4 | 1 mile southeast 
University Natioral Bank ; | 25, 451 3.5 | 2 miles northwest, 
National Bank of Hyde Park in Chicago wih Ree editt 28, 504 9} 2 miles north. 
Chicazo City Bank and Trust Co. .-_........ 118, 204 | 3.4 | 3 miles west. 


MISCELLANEOUS INFORMATION 


Subject bank has no branches but operates a trust department which currently 
has totals of $1,293,600. 

The estimated amount of insured deposits on March 26, 1956, was $15,374,000 or 
78.4 percent of total deposits. 

Large accounts detailed in the examination report as of March 26, 1956, are 
as follows: 


Charles Fleck, public administrator, Cook County, Lllinois reserve 

estates account $1, 000, 000 
Herbert C. Paschen, Cook County treasurer and collector (2 ac- 

Seems 2. ee 450, 006 
Freaverer, State of Tihitwis. oc. 22 ae iki un 1, 500, 000 


Deposits totaling $2,607,400 are secured by pledge of securities with a total 


book value of $3,039,800, and securities in the amount of $510,300 are pledged to 
secure trust activities. 


UNSAFE AND UNSOUND PRACTICES AND VIOLATIONS OF LAW 


1. The continued operation of the bank with a weak, self-serving and hazard- 
ous Management whose policies and practices are detrimental to the bank and 
jeopardize its solvency and the safety of its deposits. 

Classified assets in the examination report as of May 18, 1953, totaled $229,600, 
which included $2,800 loss, and the decline in asset quality since that date is 
shown by the foregoing analysis of examination reports. All directors and 
principal officers have held their respective positions since 1952 or before and are 
responsible for the current condition of the bank. Director Leon Marcus has 
been the principal factor in the management since organization of the bank 
and admits responsibility for all the advances for construction purposes, which 
advances comprise the major part of the classified loans and all the legally ex- 
cessive lines. In spite of repeated recommendations of examiners and super- 
visory authorities the credit policies have not been strengthened nor has the 
apparent “one man” domination of Leon Marcus been curbed. . 

2. The continued practice of self-dealing by Director Leon Marcus, President 
and Director H. L. Marcus, and Vice President Martin J. Rosene in causing ap- 
proximately $161,920 in earnings and commissions due the bank as a result of 
construction loans, which was not shown on the bank’s books as income or earn- 
ings but was illegally diverted to the use of the persons aforesaid, their interests 
or nominees. 

Reference is made to a paragraph under the caption “Ownership and Man- 
agement” for information regarding the manner in which certain commissions 
collected by the bank have been diverted from the bank’s normal income accounts. 
A substantial part of the above total was carried through the Southmoor Securi- 
ties, Inc., A account in the commercial ledgers. A majority of the stock of the 
Southmoor Securities Co. is owned by Directors Leon Marcus and Charles A. 
Reininga and their families. Most of the checks written on the company’s A 
account have been signed by Martin J. Rosene but at least one was found to be 
signed by H. L. Marcus. 
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9 The continued unwarranted and hazardous use of the bank’s credit facilities 

flicers and directors of the bank for their personal benefit, and for the benefit 

of firms or corporations in which certain officers and directors of the bank have a 
substantial financial interest. i 

An example of this hazardous practice is the unwarranted extension of credit 
to the Anglo American Warehouse, a company in which Directors H. L. Marcus, 
Leon Marcus, and Charles A. Reininga are substantially interested. The un- 

cured line of $50,000 is overdue and has been classified “substandard” at the 
same amount in each of the last 2 examination reports. The company’s check- 
ing account is habitually overdrawn and comments in the loan schedule indicate 
that the company is currently operating at a loss. Another example is the line 
of the Southmoor Securities Co., which is owned by Directors Reininga and Leon 
Marcus, and reference is made to the classified line of $50,700 in the loan schedule. 
reference is also made to the $6,000 advance to Leon Marcus, which is detailed 
as a nonconforming asset and is described on page 2-f of the examination report, 

4, The continued failure of the bank’s officers and directors to properly exercise 
their duties and functions in supervising the credit and lending policies of the 
bank. 

This charge is substantiated by the increasing volume of classified assets re- 
flected in each of the recent examination reports. Of the loans classified in the 
most recent report 45.9 percent consists of lines also classified in the report of 
November 21, 1955 and $853,300 are now accorded a more severe classification than 
formerly. The manner in which substantial amounts of credit is extended through 
accounts receivable is also subject to severe criticism. This practice permits 
almost unlimited activity in real-estate construction loans beyond the knowledge 
and control of the directors. Examples throughout the examination report indi- 
cate that numerous losses have occurred in individual construction loans largely 
because of inadequate records and absence of control over the various advances. 

5. The continued failure of the bank’s board of directors and officers to observe 
and comply with the repeated recommendations of the auditor of public accounts 
of the State of Illinois and this Corporation and their respective examiners. 

During the past several years and especially since the examination of Febru- 
ary 23, 1954, repeated recommendations have been made to the bank’s management 
regarding its credit policies, low capital structure, and nonconforming assets. 
rhese recommendations have been made by examiners, through letters from the 
supervisory authorities and during conferences with the management. However, 
the most recent eXamination report discloses no improvement in these respects and 
a lack of improvement in credit policies is very definitely indicated. Although new 
capital in the amount of $150,000 has been sold during 1954 and 1955 the capital- 
assets ratio continues to decline. It is also noted that a substantial volume of non- 
conforming assets is detailed in each of the last two examination reports. 

6. The continued failure of the bank’s board of directors and officers to comply 
with or carry out promises made to the auditor of public accounts of the State of 
llinois and this Corporation, to conduct the bank’s affairs in a safe and sound 
manner, in accordance with governing laws to which the bank is subject, and 
acceptable banking practices. 

In response to the recommendations referred to in the previous paragraph cer- 
tain promises have been obtained from the management that corrective measures 
would be put into effect. These recommendations and promises are covered in 
some detail in the comments under the caption “Historical Statement” on page 
2-i and subsequent pages in the examination report of March 26, 1956. Under 
section G of the historical statement there are listed certain specific recommenda- 
tions made to the management during a field conference held on June 28, 1955, 
and the directors, all of whom were in attendance, promised to give the sugges- 
tions and recommendations consideration at their next regular meeting. How- 
ever, the subsequent examination report indicated that the recommendations had 
not been complied with. 

7. The continued operation of the bank with inadequate common capital and 
i seriously impaired capital account, the extent of the impairment being such as 
to entirely exhaust the bank’s capital funds as of the examination at the close 
of business March 26, 1956, and at which time there was a deposit exposure. 

The directors have been urged repeatedly to provide an adequate capitaliza- 
tion by the sale of new common stock. These recommendations have been par- 
tially but inadequately complied with and the common capital is still substan- 
tially less than the amount necessary to support a deposit volume of current 
proportions, Because of the rapid expansion of deposits, which is continuing, 
and in view of the abnormal volume of classified assets, a total of $700,000 in 
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common capital is considered necessary. The capital-assets ratio is unusually 
low and gradually declined from 4.1 percent on May 18, 1953, to 3.2 percent op 
November 21, 1955. A still further decline is disclosed by the examination re. 
port of March 26, 1956, in which the capital analysis reflects an exposure of 
creditors balances to the extent of $264,300. 

8. The continued failure of the bank’s stockholders and directors to take the 
necessary action to provide and maintain an adequate, unimpaired capita] 
structure. 

In the light of comments in the preceding paragraph it is obvious that an 
adequate capital structure has not been provided or maintained. Even though 
new capital funds of $200,000 have been injected during the past 5 years the 
capital ratio has continued to decline. Furthermore, capital account has been 
augmented by only $126,000 from retained earnings during the past 5 years, 
during which period cash dividends totaling $42,250 have been paid. The direc- 
tors have tentatively agreed to provide additional capital in the amount of 
$500,000 but do not agree to complete the program prior to June 30, 1959.. Even 
if this amount of new capital should be supplied immediately and if it would 
result in an unimpaired capital structure of $1,300,000 the capital ratio would 
still be only approximately 6.4 percent, which is somewhat less than the national 
average but about the average for banks in Cook County, Il. 

9. The continued maintenance of lax credit, lending and collection policies. 

The steady deterioration of asset quality, as disclosed by recent examination 
reports, is evidence that lax lending and weak collection policies have been in 
effect. Since the examination of November 21, 1955, the total of classified loans 
has increased from $3,517,400 to $5,093,400 and a sizable volume of loans previ- 
ously classified substandard is now accorded more severe classifications. The 
bank has continued to make loans collateraled by beneficial interests in real 
estate which are subject to prior liens, and the unsatisfactory method of making 
advances for construction purposes have not been corrected. In the most re- 
cent examination report the examiner has included in loans and discounts a 
total of $2,198,000 in advances for construction purposes which were carried on 
the bank’s books in the form of accounts receivable. This method of financing 
real-estate construction has been criticized repeatedly by examiners and super- 
visory authorities. 

10. The continued practice of carrying an excessive and abnormal volume of 
loans in relation to the total assets of the bank, and an unwarranted concentra- 
tion of loans predicated on real-estate security or advances purported to be 
secured by real estate in the form of accounts receivable. 

The summary on page 2 of the current examination report shows that the 
loan volume has increased from 35 percent of total assets on February 23, 1954, 
to 61.1 percent of total assets on March 26, 1956. This latter percentage reflects 
an abnormally high volume of loans that is more than 17 times the capital ac- 
count. It is also noted that almost 88 percent of this abnormally high loan 
volume is predicted either directly or indirectly on real estate. It is also signifi- 
eant to note that about 85 percent of the total loan classifications in the most 
recent examination report is in loans predicated on real-estate security or ad- 
vances for construction purposes. Recommendations have been made repeatedly 
that advances for construction purposes be handled on a sound basis and ref- 
erence to such recommendation has been made in other sections of this 
memorandum. 

11. The continued practice of (a) carrying a large volume of overdue loans; 
(bd) inadequately servicing the loans; (c) carrying an excessive volume of loans 
classified by the examiners as “substandard,” “doubtful,” and “loss”; and (d) 
not maintaining proper credit information and other supporting data. 

The last three examination reports have disclosed a rather rapid increase in 
the amount of past due paper. The percentage of overdue loans has increased 
from 4.8 percent on February 23, 1954, to 15.1 percent on March 26, 1956. In the 
latest examination report past due loans totaled in excess of $2 million, of which 
$318,900 was delinquent longer than 6 months. In addition to the abnormal 
amount of past due paper other evidences of inadequately servicing loans are 
found in numerous instances throughout the loan schedule. The unusual amount 
of classified loans has been criticized in various examination reports and ref- 
erence is made to the summary on page 2 of the report as of March 26, 1956, which 
shows that adverse classifications have continued to increase. Substandard 
loans increased from $422,300 on February 23, 1954, to $8.646,100 on March 26, 
1956; likewise, doubtful items increased from $8,300 to $581,700, and estimated 
losses increased from $20,800 to $865,500. Another evidence of lax and in- 
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effective servicing of loans is illustrated by the fact that credit information is 
crossly inadequate and that other supporting data is not properly maintained. 
Seventy-two loans are listed for absence of evidence that title searches have been 
completed, 18 Veterans’ Administration guaranteed loans are detailed for ab- 
sence of loan-guaranty agreements; and numerous other exceptions pertaining 
to insurance and appraisals are listed. 

12. The continued practice of making further extensions of credit to bor- 
rowers whose lines of credit in the bank have been previously adversely classilied. 

In the most recent examination report loan classifications include an agzre- 
cate of $1,045,400, which consists of further extensions of credit in lines that were 
previously classified in the report as of November 21, 1955. Two examples of 
such apparently unwarranted extensions of credit are mentioned. 


Registered mail return receipt requested. 

JUNE 6, 1956. 

SouTHMOOR BANK & Trust Co. 

Chicago, Ill. 

GENTLEMEN: Section 8 (a) of the Federal Deposit Insurance Act provides in 
art that— 

;' “* * * Whenever the Board of Directors [of this Corporation] shall find 
that an insured bank or its directors * * * have continued unsafe or un- 
sound practices in conducting the business of such bank, or have knowingly 
or negligently permitted any of its officers or agents to violate any pro- 
visions of any law or regulation to which the insured bank is subject, the 
Board of Directors shall first give * * * to the authority having super- 
vivien of the bank * * *, a statement with respect to such practices or 
violations for the purpose of securing the correction thereof and shall give 
a copy thereof to tie bank. Unless such correction shall be made within 
one hundred and twenty days or such shorter period of time as the * * * 
State authority, * * * shall require, * * *” [Italics supplied|— 

the Board of Directors of this Corporation may proceed to terminate the status 

of the bank as an insured bank as therein provided. 

Tre Board of Directors of this Corporation has found that your bank— 
Southmoor Bank & Trust Company, Chicago, Ill.—has continued unsafe and 
unsound practices and violations of law in the conduct of its business, and has 
sent a statement with respect thereto to the auditor of public accounts of the 
State of Illinois. A copy of such statement is attached and is herewith served 
on your bank. Such statement consists of the Board’s findings and order of 
correction. 

The auditor of public accounts of the State of Illinois will advise you of the 


time (within the limitation prescribed by law) within which your bank must 
make the necessary corrections, 


By direction of the Board: 
Very truly yours, 
A. J. Lona, Acting Secretary. 


Registered mail—return receipt requested. 
JuNE 6, 1956. 
Re Southmoor Bank & Trust Co., Chicago, Ill. 
Hon. OrvVILLE BE. Honee, 
Auditor of Puhlie Accounts, Banking Department, 
Springfield, I. 

Dear Mr. Hopce: The Board of Directors of this Corporation has found that 
the above insured nonmember bank has continued unsafe and unsound practice 
and violations of law in the conduct of its business. By direction of the Board 
a copy of the Board’s findings and order, made at its meeting on the 6th day of 
June 1956, is herewith enclosed as a statement with respect to such practices 
and violations for the purpose of securing the corrections thereof. The Board’s 
findings of unsafe and unsound practices and violations and the measures ordered 
by the Board to be taken by the bank to correct such practices are contained in 
said findings and order. 

Your attention is respectfully called to the provisions of section 8 (a) of the 
Federal Deposit Insurance Act, which provides that unless such correction shall 





236 ILLINOIS BANKING SITUATION 


be made within 120 days or such shorter period of time as the * * * State author- 
ity, * * * shall require, * * * the Board of Directors of this Corporation may 
proceed to terminate the status of the bank as an insured bank as therein 
provided. 

It is requested that you acknowledge receipt of this letter and advise us of 
your action, if any, to reduce the time within which the bank may make the 
necessary corrections, and of the date upon which you notified the bank of the 
unsafe and unsound practices, violations, and corrections ordered. 

‘or your convenience in notifying the bank we are enclosing an additional 
copy of the Board’s findings and order in this matter. We have also, in accord- 
ance with the law, sent a copy of the Board’s findings and order to the bank. 

By direction of the Board. 

Respectfully yours, 
A. J. Eopa, 
Acting Secretary. 


FEDERAL Deposir INSURANCE CORPORATION 


In the Matter of Southmoor Bank & Trust Company, Chicago, Illinois 
(State Insured Nonmember Bank) 


FINDINGS OF UNSAFE AND UNSOUND PRACTICES AND ORDER OF CORRECTION 


At a meeting of the Board of Directors of the Federal Deposit Insurance 
Corporation held at its office in the City of Washington, D. C., on the 6th day 
of June 1956, the following action was taken: 

The Board having considered the recommendation of the Division of Exami- 
nation, the Legal Division, and the Board of Review, and having considered the 
reports of examination furnished to the Division of Examination by E. R. 
Gover, Supervising Examiner for the Federal Deposit Insurance District in 
which the Southmoor Bank & Trust Company, Chicago, Illinois, is located, and 
more particularly the following reports of examination of said bank made by 
the Examiners of this Corporation, to wit: 

(a) Report of Examiner C. T. Lreland, made as of the close of business 
May 18, 1953; 

(b) Report of Examiner M. J. Quinlan, made as of the close of business 
February 23, 1954; 

(c) Report of Examiner M. J. Quinlan, made as of the close of business 
March 28, 1955; 

(d@) Report of Examiner M. J. Quinlan, made as of the close of business 
November 21, 1955: 

(e) Report_of Examiner W. Harlan Sarsfield, made as of the close of 
business March 26, 1956; 

and also having considered the letter report under date of May 3, 1956, addressed 
to Honorable Robert Tieken, United States District Attorney, Chicago, Illinois, 
describing the apparent irregularities disclosed during the examination of March 
26, 1956: 

The Board finds, That the Southmoor Bank & Trust Company, Chicago, IIli- 
nois, a State insured nonmember bank, has continued and is continuing the fol- 
lowing practices in the conduct of its business, to wit: 

1. The continued operation of the bank with a weak, self-serving and 
hazardous Management whose policies and practices are detrimental to the 
bank and jeopardize its solvency and the safety of its deposits. 

2. The continued practice of self-dealing by Leon Marcus, H. L. Marcus, 
and Martin J. Rosene in causing to be illegally diverted to their own uses 
or that of their nominees approximately $161,920 (the exact amount to 
be determined by an independent audit to be made by the bank) in earn- 
ings and commissions due to the bark as a result of construction loans 
made by the bank, which diversions are not shown on the books and rec- 
ords of the bank as its income or earnings. 

3. The continued unwarranted and hazardous use of the bank’s credit 
facilities by officers and directors of the bank for their personal benefit, and 
for the benefit of firms or corporations in which certain officers and direc- 
tors of the bank have a substantial financial interest. 

4. The continued failure of the bank’s officers and directors to properly 
exercise their duties and functions in supervising the credit and lending 
policies of the bank. 
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5. The continued failure of the bank’s officers and directors to observe and 
comply with the repeated recommendations of the Auditor of Public Accounts 
of the State of Illinois and of this Corporation and their respective 
Examiners. 

6. The continued failure of the bank’s board of directors and officers to 
comply with or carry out promises made to the Auditor of Public Accounts 
of the State of Illinois and to this Corporation, to conduct the bank’s affairs 
in a safe and sound manner, in accordance with governing laws to which 
the bank is subject, and acceptable banking practices. 

7. The continued operation of the bank with inadequate common capital 
and with a seriously impaired capital account, the extent of the impairment 
being such as to not only entirely exhaust the bank’s capitai funds as of the 
examination at the close of business on March 26, 1956, but also to create a 
deposit exposure as of said date. 

8. The continued failure of the bank’s stockholders and directors to take 
the necessary action to provide and maintain an adequate, unimpaired capi- 
tal structure. 

9. The continued maintenance of lax credit, lending and collection policies. 

10. The continued practice of carrying an excessive and abnormal volume 
of loans in relation to the total assets of the bank. 

il. Lhe continued practice of making loans and advances to builders with- 
out adequate coliateral, security, or credit information and the continued 
failure to properly service such loans and advances after they were made. 

iz. ihe continued practice of (a) carrying a large volume of overdue 
loans; (b) inadequately servicing the loans; (¢c) carrying an excessive vol- 
ume of loans classified by the Examiners as “Substandard”, “Doubtful”, and 
“Loss”; and (d) not maintaining proper credit information and other sup- 
porting data. 

13. The continued practice of making further extensions of credit to bor- 
rowers whose lines of credit in the bank have been previously adversely 
classified. 

14. The continued practice of the bank’s board of directors and its officers 
of knowing or negligently authorizing and permitting violations of the bank- 
ing laws of the State of Illinois, and, more particularly, Chapter 161% 
tion 10 of Smith-Hurd ILL. Ann. Sts. 

The Board Further Finds, That the above practices constitute unsafe and un- 
sound practices and violations of law to which the bank is subject within the 
meaning of Section 8 (a) of the Federal Deposit Insurance Act. 

It Is Ordered, That proceedings be and hereby are instituted pursuant to Sec- 
tion 8 (a) of the Federal Deposit Insurance Act for the purpose of securing the 
correetion of said unsafe and unsound practices and violations of law. 

It Is Further Ordered, That, if the Southmoor Bank & Trust Company, Chicago, 
Illinois, desires to continue its status as an insured bank, said continued unsafe 
and unsound practices and violations of law above enumerated be corrected, and 
that all measures and actions necessary to correct said unsafe and unsound prac- 
tices and violations of law be promptly taken, including, but not being limited to, 
the following: 

1. That Leon Marcus be removed from any and all connection with the 
active management of the bank as a director, officer or employee, and that 
the bank take all action necessary to assure the permanent and absolute 
elimination of the said Leon Marcus from participating either directly or 
indirectly, in the policies, direction, management, operation and practices 
of the bank. 

2. That H. L. Marcus be removed from any and all connection with -the 
active management of the bank as a director, officer or employee, and that 
the bank take all action necessary to assure the permanent and absolute 
elimination of the said H. L. Marcus from participating either directly or 
indirectly, in the policies, direction, management, operation and practices 
of the bank. 

3. That Martin J. Rosene be removed from any and all connection with 
the active management of the bank as a director, officer or employee, and 
that the bank take all action necessary to assure the permanent and absolute 
elimination of the said Martin J. Rosene from participating either directly 
or indirectly, in the policies, direction, management, operation and practices 
of the bank. 

4. That the bank provide an active and capable executive management and 
directorate satisfactory to and to be approved by the Auditor of Public Ac- 
counts of the State of Illinois and by this Corporation. 
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5. That the bank eliminate from its book assets, by charge-off or other- 
wise, all assets or portions of assets classified “Loss” in the Report of 
ae made by W. Harlan Sarsfield, at the close of business March 
26, 1956. 

6. That the bank eliminate from its book assets, by charge-off or otherwise 
at least fifty percent of all assets or portions of assets classified “Doubtful” 
in the Report of Examination made by W. Harlan Sarsfield, at the close of 
business March 26, 1956. 

7. That the “Substandard” and remaining 50 percent of the “Doubtful” 
assets totaling $3,940,007.39, as shown in the Report of Examination at the 
close of business March 26, 1956, be reduced to an amount not exceeding 
$1,000,000 by collection or by taking action necessary to eliminate the criti- 
cisms set forth in the said Report of Examination with respect to each asset 
so classified. (Note: This requirement is not to be construed as a standard 
for future operation, as the bank should eventually eliminate all assets 
classified “Substandard” or “Doubtful” over a reasonable period. ) 

8. That in addition to the above requirements the assets of the bank be 
put in form and condition acceptable to the Auditor of Public Accounts of 
the State of Illinois and te this Corporation; and, more particularly, that 
the bank provide an adjusted capital account (adjusted capital account shall 
be determined by the method and with the calculations indicated in the 
Capital Account Analysis on page 8 of the FDIC Report of Examination), of 
not less than $1,300,000, of which not less than $700,000 shall be in common 
capital and not less than $400,000 shall be in surplus, which adjusted account 
shall take into consideration clasifications of the assets made by the Corpora- 
tion in the first examination of the bank following the termination of the 
fixed correction period, and the classifications shall be in accord with the 
Corporation’s stated standards of classification, and shall include, but not 
be limited to, adverse classifications resulting from the bank’s failure to dis- 
eontinue the unsafe and unsound practices charged hereinabove. 

9. That all illegal and nonconforming loans be eliminated from the book 
assets of the bank so that all loans shall comply with applicable State laws. 

It is further ordered, That the Secretary of the Corporation be and hereby is 
directed to send a copy of these Findings of Fact and Order to Honorable Orville 
E. Hodge, Auditor of Public Accounts, Banking Department, Springfield, Illi- 
nois, as the statement with respect to the continued unsafe and unsound prac- 
tices and violations of law aforesaid for the purpose of securing corrections 
theerof, and that a copy of these Findings of Fact and Order be mailed to the 
Southmoor Bank & Trust Company, Chicago, Illinois. 

By direction of the Board : 

A. J. Lopa, Acting Secretary. 

[SEAL] 


FEDERAL Drpostt INSURANCE CORPORATION, 
Washington 25, September 28, 1956. 
Mr. Joun H. YINGLING, 
Chief Clerk, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

Dear Mr. YINGLING: In accordance with the request of your committee staff, 
we have examined the State statutes and we found provisions for the removal 
of directors and officers in the following 29 States: Arkansas, Connecticut, 
Florida, Georgia, Idaho, Indiana, lowa, Kansas, Massachusetts, Missouri, Mon- 
tana, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, New York, 
North Carolina, Ohio, Oklahoma, Oregon, Pennsylvania, South Dakota, Texas, 
Utah, Virginia, Washington, Wisconsin, and Wyoming. 

Copies of the provisions of the laws of these States, relating to the removal 
of directors and officers, are attached. We were unable to find any provision 
of law relating to the removal of directors and officers of the other States. 

Sincerely yours, 
Roya L. Conurn, General Counsel. 


ARKANSAS 


Section 67-309, Arkansas Statutes 1949 Annotated, provides in part as follows: 
“Any officer of a bank found by the commissioner to be dishonest, reckless, or 
incompetent, shall be reported in writing to the directors of the bank of which 
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he is an Officer, and if they neglect or refuse to remove such officer, they shall 
be liable for any loss that may accrue to the bank by reason of his dishonesty, 
recklessness, or incompetency.” 


CONNECTICUT 


Section 5748 of the General Statutes of Connecticut, Revision of 1949: 

“Removal of officials —(1) If, in the opinion of the commissioner, any officer 
or men.ber of the governing board of any state bank and trust company, savings 
bank, industrial bank or building or savings and loan association, shall violate 
any law relating to such institution or shall have continued unsafe or unsound 
practices in conducting the business of such institution or shall have used his 
official position in a manner contrary to the interest of such institution or its 
depositors, certificate holders or share holders or shall have been negligent in 
the performance of his duties, after having been warned in writing by the com- 
missioner to discontinue any such delinquency, the commissioner shall certify 
the facts to the advisory council on banking. (2) The commissioner shall there- 
upon cause notice to be personally served on such person to appear before said 
advisory council to show cause why he should not be removed from office, and 
copies of such notice shall be sent by registered mail to each member of the 
governing board of the institution affected. (3) Said advisory council shall 
hold a hearing upon the charges made by the commissioner and shall afford a 
reasonable opportunity to such person to be heard. (4) If said advisory council 
shall find such person guilty of any such delinquency, it shall so advise the com- 
missioner, who shall order the removal of such person from office and from any 
participation in the management of the institution. (5) Notice of such order 
shall be served upon such person and upon each member of the governing board 
of the institution and such person shall forthwith cease to be connected with 
such institution and shall no longer be eligible to participate in the management 
thereof. (6) Any order that is so issued by the commissioner and the findings 
of the advisory council shall not be made public or disclosed to anyone except 
the officer, director or trustee named in such order and the governing board of 
such institution, except in the course of any judicial proceedings pertaining 
thereto.” 

FLORIDA 


Paragraph (6) of section 659.20 of Florida Statutes 1953: 

“Any officer or director of any bank or trust company willfully violating any 
of the provisions of this section (limitations on investments) or § 659.17 (limita- 
tions on loans) shall be deemed guilty of a felony and upon conviction thereof 
shall be punished by a fine of not exceeding five thousand dollars or by im- 
prisonment in the state prison not exceeding five years. 

“In addition thereto, such officer or director shall in the event of such viola- 
tion be subject to summary removal from office by the commissioner and shall 
not be eligible to reelection to such position or to any other official position in 
any bank or trust company doing business in this state for a period of five years 
from the date of such removal.” [parentheses added. ] 


GEORGIA 


Section 13-603 of the Georgia Code Annotated : 

“Removal of officer or employee of bank.—The Superintendent of Banks shall 
have the right to require the immediate removal from office of any officer or em- 
ployee of any bank who shall be found by him to be dishonest, incompetent or 
reckless in the management of the affairs of the bank, or who persistently vio- 
lates the laws of the State or the lawful orders of the Superintendent.” 


IDAHO 


Section 26-407 of the Idaho Code: 

“Removal of directors, officers, or employees—Any directer, officer or employee 
of any bank found by the commissioner to be negligent, dishonest, reckless or 
incompetent, shall be removed from office by the board of directors of such bank 
on the written order of the commissioner, and if the directors neglect or refuse 
to remove such director, officer, or employee, in event any losses acerue to-such. 
bank thereafter by reason of the negligence, dishonesty, recklessness or incom- 
petency of such director, officer, or employee, such written order of the com- 
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missioner shall be deemed to be conciusive evidence of the neglignce of tl 
directors failing to act upon the same as herein provided in any action brough: 
against them, or any of them, for recovery of such losses.” 


INDIANA 


Section 18-220 of Burns Indiana Statutes Annotated provides in part 
follows: 

“Whenever, in the opinion of the director of the department any director or 
officer of any financial institution to which this act is applicable shall have 
continued to violate any law relating to such financial institution or shall hay 
continued unsafe or unsound practices in conducting the business of such financial! 
institution, after having been warned by the director to discontinue such viola- 
tions of law or suc: unsafe or unsound practices, the director may certify the 
facts to the members of the department. In any such case the members may 
cause notice to be served upon stich director or officer of any such financial) 
institution to appear before such members to show cause why he should not be 
removed from office. A copy of such order shall be sent to each director of the 
financial institution affected by registered mail. If, after granting the accused 
director or officer of any such financial institution a reasonable opportunity to be 
heard, the members find that he has continued to violate any law relating to the 
financial institution of which he is an officer or director, or has continued 
unsafe or unsound practices in conducting the business of such financial in- 
stitution after having been warned by the director to discontinue such vio- 
lation of law or such unsafe or unsound practices, the members, in their 
discretion, may order that such director or officer be removed from office 
A copy of such order shall be served upon the director or officer who is by 
the terms of such order removed and a duplicate copy thereof shall also 
be served upon the financial institution of which he is a director or officer 
Neither the order removing any such director of any financial institution, nor 
the findings of fact upon which such order is based, shall be made public or dis 
closed to anyone except the director or officer involved and the directors of the 
bank involved, otherwise than in connection with proceedings for a violation of 
the provisions of this section. Any such director or officer removed from office 
pursuant to the provisions of this section who thereafter participates in any 
manner in the management of such financial institution shall be fined not mor 
than five thousand dollars ($5,000) or imprisoned for not more than five (5) 
years, or both, in the discretion of the court.” 


IOWA 


Section 528.18 of the lowa Code Annotated: 

“Removal of director—The superintendent of banking, with the approval of 
the State banking board, may remove any director from office for failure to attend 
such meetings except for good cause shown.” 


KANSAS 


Section 9—-1805 of the General Statutes of Kansas Annotated provides in part 
as follows: 

“Removal of officer or director, notice and hearing; appeal. If it shall come 
to the attention of the board’ that any officer or director of any bank or trust 
company has been dishonest, reckless or incompetent in performing his duties 
aS such officer or director or willfully or continuously fails to observe any order 
of the commissioner legally made, the board, upon proof thereof, may remove 
such officer or director in the following manner. The board, in a notice signed 
by the commissioner, shall notify such officer or director by mail that it has 
been informed that he has been dishonest, reckless or incompetent in performing 
his duties as such officer or director or willfully or continuously failed to comply 
with any order legally made, and that a hearing thereon will be held before the 
board at its next regular meeting which shall be not less than twenty days from 
the date such notice is mailed, and further notifying said officer or director that 
he may be present at such hearing and may be represented by an attorney, and 
may then and there introduce such evidence and make such defense as is proper. 


1 State banking board. 
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fhe board may recess or continue any hearing from time to time. If 
ipon the conclusion of such hearing the board is. satisfied from the evidence 
that such officer or director has been dishonest, reckless or incompetent in per- 
forming his duties as such, or has willfully or continuously failed to comply with 
any order legally made, the board may order his office forfeited and vacated, and 
ipon so doing it shall make and enter its written order to that effect and mail 
a copy thereof to such officer or director and also mail a copy thereof to the bank 
or trust company which such officer or director was serving. During the time 
from and after any order legally made by the commissioner and upheld by the 
board and not complied with by any officer or director the board may place a 
special deputy in said bank up to and until the final disposition of said order by 
ompliance or final disposition by order of the district court. 

“Upon and after any final order made by the board upon any matter before 
t under the terms and provisions of this section any officer or director may appeal 
from such order to the district court of the county in which the bank concerned 
is located. Upon such appeal the matter shall be heard de novo by the district 
ourt and the court shall have access to all of the information, orders and findings 
that shall have been made by the said board up to that time and shall have the 
right to fully adjudicate and hear evidence upon any and all features of said 
matter without prejudice or limitation due to any order or finding that may have 
heretofore been made by said board and in the event said district court shall 
affirm, modify or vacate the order of said board it shall immediately notify said 
board of its order and thereupon the board shall proceed to take such action and 
be governed by such order as shall be made by said district court. * * *” 


MASSACHUSETTS 


Section 5 of Chapter 167 of the Annotated Laws of Massachusetts: 

“Commissioner May Report and Prosecute Violations of Law; Publication of 
Certain Facts.—If, in the opinion of the commissioner, any officer of any bank, 
ncluding a director or trustee thereof, shall have continued to violate any 
law relating to such bank or shall have continued unsafe or unsound practices 
n conducting the business of such bank or shall have used his official position 
in & manner contrary to the interests of such bank or its depositors or shall 
have been negligent in the performance of his duties, after haying been warned 
in writing by the commissioner to discontinue any such delinquency, the com- 
missioner Shall certify the facts to a board composed of the state treasurer, the 
attorney general and the commissioner of corporations and taxation. In such 
event the board shall cause notice to be served on such officer, director, or 
trustee to appear before such board, to show cause why he should not be 
removed from office. A copy of such notice shall be sent by registered mail 
to each officer, director or trustee of the bank affected. If, after granting the 
officer, director or trustee so summoned a reasonable opportunity to be heard, 
the said board finds that he has continued to be guilty of any such delinquency. 
the said board in its discretion, may order that such officer, director or trustee 
be removed from office and from all participation in the management of such 
bank. Copies of such order shall be served upon the delinquent officer and 
upon such bank, whereupon such officer shall cease to be an officer of such 
bank and shall no longer participate in any way in the management thereof; 
provided, that such order and the findings of fact upon which it is based shall 
not be made public or disclosed to any one except the delinquent officer and 
the other officers, directors and trustees of such bank, otherwise than in the 
course of any judicial proceeding under this section. The board shall thereupon 
transmit to the attorney general a transcript of the evidence and findings, and 
the attorney general shall, on behalf of the commonwealth, institute such pro- 
ceedings as he may deem necessary. Any person removed from office as herein 
provided who thereafter participates in any manner in the management of 
any bank in this commonwealth shall be punished by imprisonment in the state 
prison for not more than five years or by a fine of not more than five thousand 
dollars, or both. 

“Within twenty days after the service of an order of removal under this 
section upon the person removed thereby, he may file a petition in the supreme 
judicial court for the county of Suffolk for a review of the removal; but, pending 
such review, the order shall remain in full force and effect. The court shall 
have jurisdiction in equity to annul, reverse or affirm such order, shall review all 
questions in accordance with the standards for review provided in paragraph 
(8) of section fourteen of chapter thirty. A and may make any appropriate 
order or decree.” 
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MISSOURI 


Section 361.270 of Vernon’s Annotated Missouri Statutes: 
“Report to attorney general and action by him in certain cases 


“1. If any director or officer or employee of any corporation subject to the 
provisions of this chapter has abused his trust or been guilty of misconduct or 
malversation in his official position or employment injurious to the institution, 
the commissioner may, in his discretion, communicate the facts to the attorney 
general, who shall thereupon institute such proceedings as the nature of the case 
may require. 

“2. Such proceedings may be for an order for the removal of one or more of 
the officers or members of the board of directors, or for any other remedy 
suggested by the conditions discovered to the court; and the court, or judge 
thereof in vacation, before whom such proceedings shall be instituted, shall have 
power forthwith to grant such orders, and in its or his discretion, from time to 
time, to modify or revoke the same and to grant such relief as the evidence, 
situation of the parties and the interest involved shall seem to require.” 


MONTANA 


Section 5—-10386 Revised Codes of Montana 1947: 

“Reimowval of directors, officers, or employees.—Any director, officer or employee 
of any bank found by the superintendent, after examination, to be negligent, dis- 
honest, reckless or incompetent, shall be removed from office by the board of 
directors of such bank on the written order of the superintendent, and if the 
directors neglect or refuse to remove such director, officer or employee, in event 
any losses accrue to such bank thereafter by reason of the negligence, dishonesty, 
recklessness or incompetency of such director, officer or employee, such written 
order of the superintendent shall be deemed to be conclusive evidence of the 
negligence of the directors failing to act upon the same as herein provided in any 
action brought against them, or any of them, by a depositor or creditor for recovery 
of such losses.” 

NEBRASKA 


Section 8-169 of the Revised Statutes of Nebraska 1943: 

“Hrecutive officers; approval of loans and investments; qualification; license ; 
revocation ; violations ; penalty.—No loan or investment shall be made by a bank, 
directly or indirectly, without the approval of an active executive officer. Execu- 
tive officers of banks shall be persons of good moral character, known integrity, 
business experience and responsibility, and be capable of conducting the affairs 
of a bank on sound banking principles. No person shall act as an executive of- 
ficer of any bank until such bank shall apply for and obtain from the Department 
of Banking a license for such person to so act. If the department, upon investi- 
gation, shall be satisfied that any active executive officer of a bank is conducting 
its business in an unsafe or unauthorized manner, or is endangering the interests 
of the stockholders or depositors, the department shall have authority to revoke 
said license. Any person who shall act or attempt to act as an active executive 
officer of any bank, except under a license from the department, or anyone who 
shall permit or assist such person to act or attempt to act as such, shall be guilty 
of a felony and upon conviction shall be fined not more than five thousand dollars, 
or be imprisoned not more than ten years. The Department of Banking may 
make and enforce reasonable regulations and prescribe forms to be used to carry 
out the intent of this section.” 

NEVADA 


Section 747.15 of the Nevada Compiled Laws, Supplement 1931-1941 : 

“Penalty for false or deceptive statement.—Negligence cause for removal. § 16. 
Every president, director, manager, cashier or other officer or employee of any 
banking institution who knowingly prepares, signs, approves or concurs in any 
account, statement, return, report or document respecting the affairs of the bank 
containing any false or deceptive statement, or any return or report required 
by this act which does not set forth the true financial condition of the bank, 
including in such report or return all the information required by the provisions 
of this act, shall be guilty of a felony, and upon conviction thereof shall be 
punished by imprisonment in the state prison not exceeding five years. 

“Every president, director, manager, cashier, or other officer or employee of 
any banking institution who negligently prepares, signs, approves or concurs 
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in any account, statement, return, report or document respecting the affairs of 
the bank containing any false or deceptive statement, or any return or report 
required by this act which does not set forth the true financial condition of the 
bank, including in such report or return all the information required by the 
provisions of this act, shall be liable for all damages which said bank, its stock- 
holders, creditors, or depositors shall suffer in consequence thereof, and shall be 
subject to removal upon order of the superintendent of banks.” 


NEW HAMPSHIRE 


Section 384: 6 of the New Hampshire Revised Statutes Annotated 1955: 

“Removal by Bank Commissioner.—Whenever, in the opinion of the bank com- 
missioner, any officer, trustee, or director of a savings bank, state bank, guar- 
anty savings bank or trust company shall have continued to violate any law 
relative thereto, or shall have continued unsafe or unsound practices in conduct- 
ing the business of said bank, after having been warned in writing by the com- 
missioner to discontinue such violations of law or such unsafe and unsound 
practices, he may cause notice to be served upon such officer, trustee, or director 
to appear before him to show cause why he should not be removed from office. 
A copy of such order shall be sent by registered mail to each trustee or director 
of the bank affected. If, after granting such officer, trustee, or director a reason- 
able opportunity to be heard, the commissioner finds that he has continued to so 
violate the law, or has continued unsafe or unsound practices after having been 
warned, the commissioner may, with the approval of two persons of good stand- 
ing in the banking business, to be named by the governor upon the request of 
the bank commissioner, order that such officer, director, or trustee be removed 
from office. A copy of such order shall be served upon such officer, trustee, or 
director and upon the bank of which he is an officer, trustee, or director where- 
upon he shall cease to be an officer, trustee, or director of such bank: Provided 
that such order and the findings of fact upon which it is based shall not be made 
publie or disclosed to any one except the officer, trustee, or director involved 
and the trustees or directors of the bank affected, otherwise than in connection 
with proceedings for a violation of this section. No such officer, trustee, or 
director removed from office as herein provided shall, without the consent of the 
bank commissioner, participate in any manner in the management or operation 
of said bank, Any person so removed from office may, with the approval of the 
trustees or directors of the bank affected expressed by majority vote in which 
he shall not participate, appeal by petition to the supreme court within thirty 
days from the date of the order of removal. Upon hearing, after such notice 
as the court may order, the burden of proof shall be upon the petitioner to show 
that the order of removal is clearly unreasonable or unlawful, and all findings 
of the bank commissioner upon all questions of fact properly before him shall 
be deemed to be prima facie lawful and reasonable and the order shall not be 
set aside or vacated except for errors of law unless the court by a clear pre- 
ponderance of the evidence before it finds that such order is unjust or un- 
reasonable. Pending decision of the supreme court, the order of removal she" 
continue in effect.” 

NEW JERSEY 


Section 17: 9A-249 of the New Jersey Statutes Annotated : 
“Removal of director, manager or officer 


“A. Whenever, in the opinion of the commissioner, any director, manager or 
officer of a bank or savings bank shall have continued to violate any law rela- 
ting to such bank or savings bank or shall have continued unsafe or unsound prac- 
tices in conducting the business of the bank or savings bank after having been 
directed by the commissioner to discontinue such violation of law or such un- 
safe or unsound practices, the commissioner may cause notice to be served upon 
such director, manager or officer to appear and show cause before him and the 
banking advisory board why he should not be removed from office. A copy of a 
notice so served shall be sent to each of the other directors or managers of the 
bank or savings bank by registered mail. If, after granting such director, mana- 
ger or officer a reasonable opportunity to be heard, the commissioner, with the 
approval of the banking advisory board, finds that he has continued to violate any 
law relating to such bank or savings bank, or has continued unsafe or unseund . 
practices in conducting the business of the bank or savings bank, after having 
been directed by the commissioner to discontinue such violation of law o~ 
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unsafe or unsound practices, the commissioner may make an order removing 
such director, manager or officer from office. A copy of such order shall be served 
upon such director, manager or officer and upon the bank or savings bank of 
which he is a director, manager or officer. After the service of the copies of 
such order, such director, manager or officer shall cease to be a director, man- 
ager or oflicer of the bank or savings bank. 

“B. Any director, manager or officer who, after service upon him of a copy 
of such order, participates in any manner in the management of the bank or 
savings hank shall be guilty of a misdemeanor. 

“C. No part of the record of any proceedings under subsection A of this sec- 
tion shall be made public or disclosed to anyone except the director, manager 
or officer involved and the other directors or managers of the bank or savings 
bank involved, except in connection with proceedings brought pursuant to sub- 
section B of this section.” 

NEW MEXICO 


Section 48-2-13 of the New Mexico Statutes 1953 Annotated provide in part 
as follows: 

“Director or owners’ meeting—Failure to attend—Removal—Eramination of 
records—Failure to make—Individual penalty.—The board of directors or own- 
ers of every bank shall hold regular meetings once each month. Failure on the 
part of any director without good cause to attend three (3) consecutive meet- 
ings shall be ground for his removal by the state bank examiner. * * *” 


NEW YORK 


Section 41 of Banking Law, McKinney’s Consolidated Laws of New York 
Annotated: 


“Removal of director, trustee or officer 


“1. Whenever the superintendent shall find that any director, trustee or officer 
of any corporate banking organization has violated any law or duly enacted regu- 
lation of the banking board relating to such corporation, or has continued un- 
authorized or unsafe practices in conducting the business of such corporation 
after having been ordered or warned by the superintendent to discontinue such 
practices, the superintendent may, in his discretion, certify the facts to the 
board. The board may cause notice to be served upon such director, trustee or 
officer to appear before such board to show cause why he should not be removed 
from office. A copy of such notice shall be sent by registered mail to each director 
or trustee of the corporation affected. If, after granting the accused director, 
trustee or officer a reasonable opportunity to be heard, the board by a three- 
fifths vote of all its members finds that he has violated any law or duly enacted 
regulation of the board relating to such corporation, or has continued unauthorized 
or unsafe practices in conducting the business of such corporation after having 
been ordered or warned by the superintendent to discontinue such practices, the 
board, in its discretion, by a three-fifths vote of all its members, may order that 
such director, trustee or officer be removed from office. 

“2. Upon service upon such director, trustee or officer and upon the corpora- 
tion of which he is a director, trustee or officer of a copy of such order, he shall 
cease to be a director, trustee or officer of such corporation. Such order and 
the findings of fact upon which it is based shall not be made public or disclosed 
to anyone except the director, trustee or officer involved and the directors or 
trustees of the corporation involved, except in connection with proceedings for 
a violation of this section. Any director, trustee or officer so removed from office 
who thereafter without permission of the board participates in any manner in 
the management of such corporation shall be guilty of a misdemeanor.” 


NORTH CAROLINA 


Section 53-119 of the General Statutes of North Carolina: 

“Officers and employees, removal of. —The Commissioner of Banks shall have 
the right, and is hereby empowered, to require the immediate removal from 
office of any officer, director, or employee of any bank doing business under this 
chapter, who shall be found to be dishonest, incompetent, or reckless in the 
management of the affairs of the bank, or who persistently violates the laws of 
this State or the lawful orders, instructions, and regulations issued by the State 
Banking Commission.” 
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OHIO 


Section 1103.28, Page’s Ohio Revised Code Annotated : 

“Removal of director or officer by banking advisory board. (GC § 710-67a). 

“Whenever, in the opinion of the superintendent of banks, any director or 
officer of a bank has continued to violate any law relating to such bank, or has 
continued unsafe or unsound practices in conducting the business of such bank, 
after having been warned in writing by the superintendent to discontinue such 
violation or such practices, the superintendent may certify the fact to the bank- 
ing advisory board. If the banking advisory board determines to proceed it shall 
serve notice on such director or officer to appear before it to show cause why he 
should not be removed from office. A copy of such notice shall be sent by regis- 
tered mail to each director of the bank affected. If, after granting the accused 
director or officer a reasonable opportunity to be heard, the banking advisory 
board finds that he has continued to violate any law relating to such bank, or 
has continued unsafe or unsound practices in conducting the business of such 
bank, after having been warned in writing by the superintendent to discontinue 
such violation or such practices, the banking advisory board may order that such 
director or officer be removed from office. One copy of such order shall be served 
upon such director or officer, and one copy upon the bank of which he is a director 
or officer for submission and notation as provided in section 1111.26 of the 
Revised Code, whereupon such director or officer shall cease to be a director or 
officer of such bank. Such order and the findings of fact upon which it is based 
shall not be made public or disclosed to anyone, except the director or officer 
involved and the directors of the bank involved, otherwise than in connection 
with proceedings for a violation of this section. No director or officer removed 
from office as provided in this section shall thereafter participate in any manner 
in the management of such bank, except as a shareholder.” 


OKLAHOMA 


Section 95 of Title 6 of Oklahoma Statues Annotated : 

“Removal of directors, officers or employees—Notice of protest.—Any officer, 
director or employee of a bank found by the Bank Commissioner to be dishonest, 
reckless or incompetent, shall be removed immediately from office by the Board 


of Directors of the bank of which he is an officer, director or employee, on the 
written order of the Bank Commissioner; provided, that said bank or officer, 
employee or director may within ten (10) days file a notice of protest for said 
removal with the Secretary of the Banking Board and as soon as possible 
thereafter the Banking Board will review the order of said Commissioner and 
make such findings as it deems proper, and that pending said time, the said 
officer, employee or director shall not perform any of the duties of his office.” 


OREGON 


Section 707.710 of Oregon Revised Statutes: 

“Removal of officers and directors.—Any officer or director of a state bank or 
trust company found by the Superintendent of Banks to be dishonest, reckless 
or incompetent, or who refuses to comply with the law or rules and regulations 
of the State Banking Department, or who refuses to comply with any written 
requirements or instructions of the Superintendent of Banks, shall be removed 
from office by the board of directors of such bank or trust company upon the 
written demand of the Superintendent of Banks. Upon receipt of such written 
demand, the board of directors of any bank or trust company shall thereupon 
pass a resolution removing such officer or director and declaring his office vacant 
as demanded by the Superintendent of Banks. Any officer or director who is 
removed under this section shall thereupon cease to act in any official capacity 
or conduct any of the business of the bank or trust company. Upon notice by 
the Superintendent of Banks, such person removed as an officer or director shall 
not have access to the books, records or assets of the bank or trust company, 
either as an officer, director or stockholder, without receiving permission from the 
Superintendent of Banks. The officer so removed shall have the rights of appeal 
to the State Banking Board.” 
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PENNSYLVANIA 


Subdivision B of Section 733-501 of Title 71 of Purdon’s Pennsylvania 
Statutes Annotated: 

“Whenever it shall appear to the department that an attorney, officer, or em- 
ploye of an institution, and in the case of an incorporated institution, a di- 
rector or trustee thereof, shall have continued to violate any law relating to such 
institution, or shall have contained unsafe or unsound practices in conducting 
the business of such institution, after having been warned by the department to 
discontinue such violations of law or such unsafe or unsound practices, the 
department may issue an order directing such attorney, officer, employe, di- 
rector, or trustee to appear on the day fixed in such order, in the case of a 
building and loan association, before the Building and Loan Board, and, in the 
ease of any other institution, before the Banking Board, and show cause why he 
should not be removed from his office or position and such office or position 
declared vacant. A copy of such order shall be sent to the institution of which 
such person is an attorney, officer, employe, director, or trustee, and a copy of 
such order shall be sent to the Building and Loan Board or to the Banking 
Board, as the case may be. 

“The office or position of any attorney, officer, employe, director, or trustee, 
so ordered by the department to appear before the Building and Loan Board or 
the Banking Board, as the case may be, who does not appear on the day fixed 
in such order, shall, unless the date for his appearance shall previously have 
been extended by the department, upon such failure to appear, be declared 
vacant. Notice of such failure to appear shall be given by the Building and 
Loan Board or the Banking Board, as the case may be, to the department. 

“On the day fixed in the department’s order such attorney, officer, employe, 
director, or trustee shall be heard, in person or by counsel, by the Building and 
Loan Board or the Banking Board, as the case may be. If, after such hearing, 
it shall appear to the Building and Loan Board or the Banking Board, as the 
case may be, that such attorney, officer, employe, director, or trustee has not 
shown cause why he should not be removed from his office or position and such 
office or position declared vacant, it shall, within sixty days of such hearing, 
notify the department of its decision. Upon receipt of such notice, or of notice 
that an attorney, officer, employe, director, or trustee has failed to appear on 
the day fixed, the department shall issue an order directing the institution to 
remove such attorney, officer, employe, director, or trustee from his office or 
position, and declare such office or position vacant. A copy of such order shall 
be sent te the attorney, officer, employe, director, or trustee so removed. 

“The department shall set forth in its order the date upon which any such 
removal and declaration of vacaney shall become effective. 

“If, after such hearing, it shall appear to the Building and Loan Board or 
the Banking Board, as the case may be, that such attorney, officer, emplove, 
director or trustee has shown proper cause for not removing him or dec'aring 
his office or position vacant, it shall, within sixty days of such hearing, notify 
the department to that effect. 

“If the institution, of which such person, ordered by the department to anpear 
before the Building and Loan Board or the Banking Board, as the case may be, 
is an attorney, officer, employe, director, or trustee, is a member of a Federal 
Reserve Bank, the Federal Deposit Insurance Corporation, the Federal Home 
Loan Bank, or the Federal Savings and Loan Insurance Corporation, the denart- 
ment may notify such Federal Reserve Bank, Federal Deposit Insurance Corpo- 
ration, Federal Home Loan Bank, or Federal Savings and Loan Insurance 
Corporation, as the case may be, of its order directing such attorney, officer, 
employe, director, or trustee to appear before the Building and Loan Board 
or the Banking Board, as the case may be, and of the decision of the Building 
and Loan Board or the Banking Board, as the case mav be. At such hearing, 
any duly authorized representative of such Federal Reserve Bank, Federal 
Deposit Insurance Corporation, Federal Home Loan Bank or Federal Savings 
and Loan Insurance Corporation, as the case may be, may appear as a witness 
against such attorney, officer, employe, director, or trustee. 

“Except as herein otherwise specifically provided, the proceedings of the 
Building and Loan Board and the Banking Board and their decisions shall not 
be published or divulged to anyone. 
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“The decision of the Building and Loan Board or of the Banking Board, as the 
case may be, shall be conclusive and not subject to any review. Any attorney, 
officer, employe, director, or trustee, who is removed from his office or position 
as provided in this section, shall thereafter be disqualified from acting as an 
attorney, officer, employe, director, or trustee of any institution in this Common- 
wealth, for such period as the Building and Loan Board or the Banking Board, 
as the case may be, shall prescribe.” 


SOUTH DAKOTA 


Subsection (8) of Section 6.0205 of the South Dakota Code of 1939 : 

“Subject to the approval of the Commission, the Superintendent may remove 
or cause to be removed any officer of a bank found fo be dishonest, incompetent, 
or untrustworthy. The removal of such officer shall be made by the board of 
directors of the bank of which he is an officer on the written order of the 
Superintendent.” 


TEXAS 
Article 342-412 of Vernon’s Texas Civil Statutes: 


“Officers and Directors—Removal 


“If the Commissioner finds that an officer, director or employee of a state bank 
violates the provisions of this Code* or any other law applicable to state banks; 
or refuses to comply with the provisions of this Code; wilfully neglects to perform 
his duties; is guilty of any fraudulent or questionable practice in the conduct 
of the bank’s business that endangers the bank’s reputation and standing in 
the community; or refuses to submit to examination under oath, the Commis- 
sioner shall call together the directors of said corporation and lay before them 
the facts and demand a discontinuance of such practices and compliance with 
the provisions of this Code. Provided, however, that if the Commissioner subse- 
quently finds, through examination, that the offending officer, director or employee 
has continued to violate the provisions of this Code or any other law applicable 
to state banks, or has refused to comply with the provisions of this Code, and 
further finds that his removal is to the best interest of such bank and its 
depositors, creditors and stockholders, the Commissioner May serve him by 
mail at his last known address with an order of removal, effective ten (10) days 
after the mailing of such notice, which shall state the ground or grounds for 
such removal with reasonable certainty. Unless such officer, director or employee 
shall within ten (10) days after the date of mailing of such notice of removal, 
appeal to the State Banking Board, such order shall be effective and final. An 
officer, director or employee desiring to appeal from such order shall file notice 
of appeal with each member of the State Banking Board within such ten (10) 
days, and the State Banking Board shall notify the appellant of the time and 
place of hearing fixed by it. At such hearing the appellant shall be given a 
reasonable opportunity to be heard, and thereafter if the State Banking Board 
finds that the appellant is guilty of any charge stated by the Commissioner 
in his notice of removal sufficient to justify his removal and finds that is to the 
best interest of the bank involved, its depositors, creditors and stockholders 
that the appellant be removed, the order of the Commissioner shall thereupon 
become final; otherwise the State Banking Board may by appropriate resolution 
set aside the order of removal theretofore made by the Commissioner.” 


UTAH 


Section 7-1—13 of the Utah Code Annotated 1953: 

“Removal of incompetent bank officers and employees.—If the bank commis- 
sioner finds that any officer or employee of any institution under the supervision 
of the banking department is dishonest, reckless or incompetent, or fails to per- 
form any duty of his office, he shall notify the board of directors of such institu- 
tion in writing of his objections to such officer or employee, and said board shall 
within twenty days after receipt of such notification meet and consider such 
objections, first giving notice to the bank commissioner of the time and place of 
meeting. If the board finds the objections well-founded, such officer or employee 
shall be immediately removed.” 


? Articles 342-101 to 342-911. 
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VIRGINIA 


Sections 6—40 to 6—42 of the Code of Virginia 1950: 

“Removal of director or officer of bank.—Whenever any director or Officer of 
a bank doing business in this State, shall have continued to violate any law 
relating to such bank or shall have continued unsafe or unsound practices in 
conducting the business of such bank, after the director or officer, and the govern- 
ing board of the bank of which he is a director or officer, have been warned in 
writing by the State Corporation Commission to discontinue such violation of 
law or such unsafe or unsound practices, the Commission shall certify the facts 
to the circuit court of the city of Richmond. Such circuit court shall thereupon 
enter an order requiring such director or officer to appear before such court, 
within not less than ten days, to show cause why he should not be removed from 
office and thereafter restrained from participating in any manner in the manage- 
ment of such bank. Such order shall contain a brief statement of the facts 
certified to the court by the Commission. A copy of such order shall be served 
upon such director or officer, and a copy thereof shall be sent by registered mail 
to each director of the bank affected. 

“Tf after granting the accused director or officer a reasonable opportunity to 
be heard the court shall find that he has continued to violate any law relating 
to such bank, or has continued unsafe or unsound practices in conducting the 
business of such bank, after he and the governing board of the bank. of which 
he is a director or officer have been warned in writing by the Commission to 
discontinue such violation of law or unsafe or unsound practices, the court shall 
enter an order removing such director or officer from office and restraining such 
e€irector or officer from thereafter participating in any manner in the manage- 
ment of such bank. A copy of such order shall be served upon such director or 
officer. A copy of such order shall also be served upon the bank of which he is 
a director or officer, whereupon such director or officer shall cease to be a director 
or officer of such bank and thereafter cease to participate in any manner in the 
management of such bank. 

“The Commission in any such hearing shall be represented by the Attorney 
General. 

“Appeal from order granting or refusing such removal._—The Commission and 
any director or officer aggrieved by any order of the court entered under the 
preceding section removing such director or officer from office and restraining 
him from participating in any manner in the management of the bank of which 
he is a director or officer, or refusing to remove the director or officer from office 
and to restrain him from participating in any manner in the management of 
the bank, shall have, of right, an appeal to the Supreme Court of Appeals within 
sixty days from the date of such order. 

“Unlawful to act after removal.—Any director or officer removed and re- 
strained under the provisions of § 6-40 from participating in any manner in the 
management of any bank of which he is a director or officer, who thereafter 
participate in any manner in the management of such bank except as a stock- 
holder therein shall be fined not more than five thousand dollars, or confined 
in the penitentiary for not less than one year nor more than five years, or both.” 


WASHINGTON 


Section 30.12.040 of the Revised Code of Washington : 

“Removal of delinquent officer or employee—Hearing—Appeal. Whenever the 
supervisor shall find that any director, officer or employee of any bank or trust 
company is dishonest, reckless or incompetent, or fails to perform any duty of 
his office, or has consented to or connived at the making of any loan or discount 
in violation of law or has consented to or connived at any other violation of law 
by the corporation, he shall notify the board of directors of such corporation in 
writing of his objections to such director, officer or employee, and such board 
shall, within twenty days after receiving such notification and upon reasonable 
notice to the supervisor and to such director, officer or employee of the time and 
place of the hearing, meet and consider such objections. If the board shall find 
the objections to be well founded, such director, officer or employee shall be 
immediately removed. 

“If upon the hearing the director, officer or employee against whom the ob- 
jections have been filed is not immediately removed, or if the board fail to meet. 
consider or act upon the objections within twenty days after receiving the same. 
the supervisor may forthwith or within thirty days thereafter, by an order in 
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writing filed in his office, remove such director, officer or employee from his direc- 
torship, office or employment, or may, for a limited time to be stated in the order, 
suspend such director, officer or employee therefrom. A copy of the order shall 
be forthwith mailed to the person removed or suspended and to the bank or 
trust company. 

“No director, officer or employee removed upon objections or by the order of the 
supervisor shall thereafter be elected or appointed to any directorship, office, 
trust or employment by the same or another bank or trust company without the 
written consent of the supervisor. 

“The order of the supervisor suspending or removing a director, officer or em- 
ployee shall be final and conclusive unless the person suspended or removed 
shall appeal to the superior court of Thurston county within the time and in 
the manner provided by law for appeals from the refusal of the supervisor to 
approve articles of incorporation. Upon the appeal the controversy shall be 
tried de novo. The order of the supervisor shall remain in full force and effect 
pending the appeal unless suspended by order of the court.” 


WISCONSIN 


Subsection (4) of section 220.04 of the Wisconsin Statutes 1953: 

“Whenever the commissioner is of the opinion that the loaning, investing or 
other banking policies or practices of any officer er director of any bank have 
been prejudicial to the best interests of such bank or its depositors, or that such 
policies or practices, if put into operation or continued, will endanger the safety 
or solvency of said bank or impair the interests of its depositors, the commissioner 
may, with the approval of the banking review board, request the removal of such 
officer or director. Such request shall be served on the bank and on such officer 
or director in the manner provided by law for serving a summons in a court of 
record or shall be transmitted to said bank and officer or director by registered 
mail with return receipt requested. If such request for removal is not complied 


with within a reasonable time fixed by the commissioner he may by order, with 
like approval of the banking review board, remove such officer or director, but no 
order of removal shall be entered until after an opportunity for hearing before 
the banking review board is given to such officer or director upon not less than 


10 days’ notice. An order of removal shall take effect as of the date issued. A 
copy of such order shall be served upon the bank and upon such officer or director 
in the manner provided by law for service of a summons in a court of record 
or by mailing such copy to such bank or officer or director at his last known 
post-office address. Any removal under this subsection shall be effective in all 
respects the same as if made by the board of directors or stockholders of said 
bank. Any officer or director removed from office under the provisions of this 
subsection shall not be reelected as an officer or director of any bank without the 
approval of the commissioner and the banking review board. An order of re- 
moval under this subsection shall be deemed a final order or determination of 
the banking review board within the meaning and contemplation of section 
220.085 (3).” 


WYOMING 


Section 35-141, Wyoming Compiled Statutes 1945 Annotated: 

“Removal of oficers.—Any officer of a state bank found by the State Examiner 
to be dishonest, reckless or incompetent, or who refuses to comply with the law 
or the rules and regulations of the state banking department, shall be removed 
from office by the board of directors of such bank, upon the written demand of the 
State Examiner with the approval of the Governor.” 


x 








